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The Problem of “Success Indicators” in 
Soviet Industry 
By A. Nove 


Critical analyses of planned economies have tended to concentrate 
on such problems as rational investment choices, or the proper basis 
for planners’ decisions. These are indeed matters of great importance, 
to which the experience of the Soviet Union is highly relevant, but it 
is not to them that the present paper is devoted. Let it be assumed 
that the decisions of the central planning authority about economic 
behaviour in all its aspects accord with ultimate wisdom, however 
this may be defined. There remains the problem of having these 
decisions implemented at the level at which production takes place, 
for it remains true, in Russia as elsewhere, that planning authorities 
produce only official documents. The actual work must be done 
within an enterprise or firm, under the authority of a director. The 
director is told from above what he should produce, and what he is 
told accords with the plan, so on the face of it there is no problem, so 
long as he does what he is told. However, the situation is much more 
complicated in reality, and it is my belief that much goes wrong 
precisely at this stage. 

A director of a state enterprise in the Soviet Union owes his position 
to the ministry or regional authority which appoints him to manage 
state property, and he is bound by the orders he receives from his 
superiors. Failure to obey can result in dismissal. He is under orders 
to implement the plan. Many of the basic materials and components 
necessary for the productive process are allocated to the enterprise 
by decision of superior authority, and he must dispose of the product 
through official disposals agencies, at prices fixed from above. Yet 
despite all these things, the director is constantly presented with a rangé 
of alternative decisions. Let us briefly examine in what they consist. 

In the first place, only the man on the spot is likely to know the 
precise possibilities of the plant under his control, and so he is bound 
to be involved in the elaboration of the production plan for the enter- 
prise. The planning authority depends, therefore, on his positive 
collaboration at that stage. 

Secondly, the large majority of commodities are not homogeneous. 
Listed or implied in the plan must be a variety of different types, 
models, sizes. Then, of course, many enterprises produce more than 
one commodity. The director is constantly involved in choices as to 
exactly what to produce, either because the plan does not itemise the 
variants in detail, or because it is found necessary or convenient to 
fulfil part of the plan at the expense of another. 
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Thirdly, it is vital to the central planning authority, and to the Soviet 
state, that enterprises produce goods with a minimum expenditure of 
resources. It is clear that economical operation must depend to a 
large extent on the management on the spot, and cannot just be pres- 
cribed from above—though efforts are made to lay down various 
“norms ”’, for instance for the utilisation of certain materials. 

Fourthly, the development of new production methods, or of new 
variants and designs of the product, depend to a large extent on the 
initiative of those in charge of particular enterprises, or on their willing- 
ness to utilise positively the ideas and initiative of others. 

Fifthly, despite the existence of central allocation schemes, for a 
number of materials, the director can, and does, exercise choice. He 
can, within fairly wide limits, decide what materials to indent for, he 
can take the initiative in seeking out suppliers and enter into contracts 
with them, he can try to use his own resources to make on the premises 
such components as he finds it difficult to obtain from outside sources. 

The above list is by no means exhaustive, but should suggest to the 
reader that it is important for the Soviet economy that managers 
should use their powers in the desired direction. Mere orders, threats, 
“terror ’’, cannot do the job. This is not to say that straight coercion 
has not played an important role in Soviet economic history. Obviously, 
it has. However, coercion is not a means of ensuring efficiency, indeed, 
it is often directly destructive of efficiency. It is effective in ensuring 
that a few clearly defined priority objectives are met, at any cost. 
With the growing complexity of the economy, and with the emergence 
of more and more competing pressures for limited resources, the 
cruder methods of the thirties become less and less satisfactory. As 
the leaders strive after their basic objective—defined repeatedly as 
“catching up the most advanced capitalist power in the shortest 
possible time ”—they are driven to consider more carefully the relative 
scarcity of resources. They are compelled more and more to make 
economic calculations, to count the cost. This has led to much dis- 
cussion in print of how best to ensure the efficient operation of 
enterprises, especially in 1956-57, which has made possible a clearer 
view of the practical problems involved, and has contributed much of 
the raw material of the present paper. 

The planners, then, must so stimulate the behaviour of plant managers 
as to achieve efficiency. This can only be done by rewarding “ desir- 
able” behaviour, either in cash or in increased esteem, improved 
chances of promotion, the issue of Orders of Lenin, or some other form 
of incentive. These rewards, in their turn, must be associated with 
some definable achievements. The management must know in advance 
what it must do to qualify for rewards. Therefore it becomes necessary 
to define what I have called “success indicators” (in Russian, 
pokazateli) under various desirable heads, such as volume of output, 
reduction in costs, labour productivity, and so on. In a number of 
respects, which may not be obvious at first sight, many of these 
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indicators have operated in ways which cause managements to deviate 
from the pursuit of efficiency, and have largely defeated their own ends. 
The rest of this paper will be devoted to cons dering these difficulties. 

The criterion of success most familiar to us is that of profit. Enter- 
prises are encouraged to make profits in the USSR, and derive material 
advantages from so doing. <A part of the planned profit, and a much 
larger proportion of any in excess of plan, is used to create a so-called 
“fund of the enterprise”’, formerly known as the director’s fund.} 
Part of this money may be devoted to expanding productive capacity 
over and above the authorised investment plan, part for housing and 
amenities, part for the payment of bonuses. There is thus an interest 
in increasing profits. Managers are also interested in avoiding losses, 
since these are likely to lead to difficulties with the State Bank and 
attract the unwelcome attention of inspectors from various supervisory 
agencies. However, profits have not served, so far, as a major criterion 
of success, and the reasons for this are not far to seek. 

The basic difficulty has always been the absence of any objective 
criterion for price-fixing, and the lack of any logical relationship 
between prices, profits and the desired assortment of production. 
Indeed, one critic has rightly argued that this makes the present rules 
governing allocations to the “ Fund of the enterprise” highly unfair, 
precisely because “it is clear that in the Soviet economy, profit is not 
the aim or the regulator of production ”, so that a reward related to 
profits does not reflect real efficiency.2. Another Soviet critic draws 
attention to the “‘ enormous range of profit rates as between different 
sectors and between different products within the same sector ’’.® 
This is a consequence of arbitrary and centralised price-fixing. While 
it is no longer the normal practice of Soviet planners to fix prices below 
the prime cost of production, for many products they bare y cover 
average costs for the given industrial sector. This inevitably leaves a 
large number of enterprises working at a loss, and indeed their financial 
plans envisage a deficit. Even now, “in the extractive industries about 
25 per cent. of enterprises make planned losses’, and 10 per cent. of 
engineering (“‘ machine-building ’’) enterprises are in the same position. 
The importance of the concept “ profit” is necessarily affected by the 
existence of so many enterprises which make losses through no fault 
of their own. In any case, the measurement of profit under Soviet 

1 Usually from 1 to 6 per cent. of planned profits, plus 20-40 per cent. of any 
additional profits, subject to a maximum of 5 per cent. of the given enterprise’s 
wages fund. The higher percentages apply to enterprises expected to make small 
profits. Those expected to make losses are rewarded by the transfer of part of 
any saving on cost of production to their Fund of the enterprise. Any profits 
remaining after allocations to this fund are transferred to the state budget, apart 
from amounts which are retained for purposes specifically authorised—e.g., an 
approved investment project. 

2 Kagaredov in Finansy SSSR, No. 6/1957, pp. 36-7. 

8 Kulikov in Voprosy Ekonomiki, No. 9/1957, p. 80. 

4 Kisman and Slavnyi: Sovetskie Finansy v pyatoi pyatiletke (Moscow, 1956), 


p. 63. The data relate to 1956. For a valuable survey of relationship of prices to 
costs in the last thirty years, see Lynn Turgeon in Soviet Studies, October 1957. 
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conditions is economically misleading, even if one leaves out of account 
the illogicalities of pricing. There is no interest payment on basic 
capital, and the depreciation allowances are much too low. There 
is-no land rent, with all the complications which must follow from 
its absence in the agricultural sector and elsewhere. Profits are expressed 
not in relation to capital but as a percentage of gross turnover. Under 
all these circumstances, profitability could not and cannot possibly 
be used as the basic criterion for economic decision. If managers 
were allowed to pursue maximum profits, it is clear that their choices 
between alternative inputs of materials and output of commodities 
would be highly irrational in relation to the requirements of the 
economy—unless and until there is a major overhaul of the theory 
and practice of pricing. 

We will return to these problems later on. It is sufficient at this 
stage merely to note that profits have not been the dominant “‘ success 
indicator ’’ to which the operations of Soviet enterprises could be geared. 

The primary, essential success indicator has been plan fulfilment in 
quantity terms. Other indicators of considerable importance have 
concerned labour productivity, costs per unit, economy of materials, 
economy of wages, and the list could be prolonged. In each case, 
achievement of the plan is rewarded, failure leads to loss of bonus 
and/or administrative reprimand. Rewards are often very substantial 
indeed. For example, a manager in the oil industry may receive a 
bonus of 42 per cent. of his salary for fulfilling the output plan, plus 
4 per cent. for every 1 per cent. over-fulfilment.2 There is abundant 
evidence that it is on plan fulfilment that the credit of a manager with 
his chiefs primarily depends. A whole complex range of problems 
and distortions arises in connection with the rewarding of plan fulfil- 
ment, and these must now be considered. 

The first problem arises at the stage of deciding what the plan should 
be. The director knows that a large bonus awaits him if he exceeds 100 
per cent., and the smaller the ‘“‘ 100 per cent.” is, the easier it will be to 
exceed it. The more honest he is about production possibilities, the 
higher will be the target set him, the more difficult will it be to win 
the bonus on which, inter alia, his wife’s promised fur coat may depend. 
As has been repeatedly pointed out by Soviet writers, honesty is 
thus penalised, and deceit rewarded. 

Then, once the plan has been decided upon, it is often best to avoid 
overfulfilling it by too wide a margin, for fear of inciting the authorities 
to make an excessive upward adjustment in the year following. Several 
sources make this point: a wise director fulfils the plan 105 per cent., 
not 125 per cent.® 


1 Their extreme inadequacy is strikingly illustrated by Safrai in Voprosy Ekonomiki, 
No. 7/1957, and by many others. 

es 5 shlhekia po zarabotnoi plate v neftyanoi promyshlennosti (Moscow, 1956), 
p. 

* For example, Nikolaeva in Novyi Mir, No. aos p. 74, and also Kommunist, 
No. 1/1957, p. 49, and so on, 
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However, a more serious problem is how to define what the plan is. 
In some industries, of course, this is not difficult. Thus, electrical 
energy can be conveniently defined in kilowatt hours. But most 
enterprises produce many varieties of articles, whether these be machine- 
tools or cloth, toys or building materials. Success, to be rewarded, 
requires a definition, a target figure of some kind. It can be in weight, 
length, numbers, money or some other suitable unit. In almost every 
case, distortions and illogicalities result in the course of plan fulfilment 
at the level of the enterprise. On these there is now quite an extensive 
literature in Soviet periodicals. 

When the output target is in tons, then any shift to a less heavy 
variant will be avoided by the enterprise whenever possible. It does 
not “ pay” to make lightweight rolling mill products, small cement 
blocks, and so forth. For example, a certain metal works increased its 
output of roofing iron in a five-year period by 20 per cent. in terms 
of tons, but by only 10 per cent. in square metres; the plan, of course, 
was expressed in tons, and the enterprise reached its output target by 
an economically and technically unnecessary increase in weight.1_ Need- 
less to say, there would be an equally “logical” tendency to avoid 
making the heavier kinds of roofing iron if the plan were in square 
metres. A long catalogue of examples of this kind can readily be 
assembled from the Soviet specialised press. 

More common, on the whole, is a measure of success in money 
terms, by the value of gross output. For many years this “‘ success 
indicator” has discouraged the production of cheap clothing, since 
the cheaper is the material used, the harder—other things being equal 
—it must be to fulfil the plan. For the same reason there has been a 
marked reluctance to use any but the dearest kinds of steel in tool- 
making.2 Again, examples can easily be multiplied, and there seems 
no doubt that substantial distortions have been introduced into the 
economy by what one critic has called “the cult of gross output ” 
(kult vala). Then, because gross output includes any increase in the 
carryover of uncompleted production, there is also a tendency for the 
management to aim at having an unnecessarily large amount of work 
in hand at the end of the plan period, exclusively to be able to score a 
“ statistical ’’ success. A more serious, though less obvious, conse- 
quence of the use of gross output as an indicator of success is a shortage 
of spare parts, which for long has been a notorious source of weakness 
in the USSR. At first sight this may appear strange, since it seems 
that a sparking plug worth 10 roubles would “ count ”’ equally whether 
it is sold separately or placed in a completed tractor. However, in a 
tractor this sparking plug is combined with goods and services pur- 
chased from outside the given enterprise. Suppose, to take a simplified 


1 Sotsialisticheskii Trud, No. 1/1957, p. 50. 2 Ibid., 

3 Kondrashev: Tseno-obrazovanie v promyshlennosti Rae ae 1956), p. 32. 
This writer is among the more radical advocates of price reform. 

4 Antonov in Planovoe Khozaistvo, No. 5/1957, p. 83. 


6 ECONOMICA [FEBRUARY 


example, half of the completed tractor consists of components bought 
from other factories. Then its total value will be equal to twice the 
value of the parts which are made in the given enterprise. But then it 
follows that the sparking plug will be worth twice as much, in terms 
of plan fulfilment, if it is in a completed tractor than if it were sold 
separately. 

Of course, it has not escaped the notice of Soviet economists that 
gross output can be a misleading criterion of success, because of the 
effect on the end-result of purchases of goods and services. Some 
have argued for the use of value-added as a truer measure. Indeed, 
from 1957 the ‘“‘ cost of work done” in the enterprise, and not gross 
value, has become the basis for measuring plan fulfilment in the clothing 
industry.2, However, the net output principle is also open to grave 
objection, in that it encourages maximising of work carried out within 
the enterprise, discourages rational forms of inter-enterprise co- 
operation and sub-contracting. These arguments were made in a 
vigorous discussion on this question, and the conclusions seemed on 
the whole not to favour a change to net output.? 

Another weakness of plan fulfilment as a major success indicator is 
the influence of the calendar on economic activity. Targets have 
necessarily to relate to some date, and so the activities of the manage- 
ment inevitably concentrate on the task of recording the appropriate 
achievement by the date prescribed, which is by no means the same 
thing as acting in the most rational manner. This explains the marked 
tendency towards so-called “‘ storming” (shturmovshchina); a mad 
rush occurs towards the end of every plan period, followed by a lull 
and then another mad rush. There is an extensive Soviet literature on 
“storming”, with many an official condemnation of the practice. 
Yet it goes on, which suggests that it is actively stimulated by the 
planning system. 

The measurement of success over time also introduces the compli- 
cation of deflating value figures for price changes, a process made 
difficult by the introduction of new products or variants. The attempt 
to express output in terms of “unchanged plan prices” has at times 
led to major distortions of both output and statistics, which it is 
impossible even to begin to discuss here. 

It has already been noted that the management is rewarded not 
solely for raising output, but also by reference to a whole number of 
other success indicators. However, far from correcting the deviations 
listed above, these other indicators either exercise a distorting pull in 
the same direction or introduce new distortions of their own. Some 


1 Similar cases are discussed by Antonoy, op. cit., and by Kontorovich in Planovoe 
Khozaistvo, No. 3/1957. 

® Vestnik Statistiki, No. 3 /1957, pp. 74-75. 

* Though in the discussion of measuring labour productivity, reported in Vestnik 
Statistiki, No. 3/1957, it was well argued that, for this purpose at least, net output 
is less misleading than gross. 

* For a survey of the distorting effects of the use of so-called “‘ unchanged prices 
of 1926-27’, see Nove (‘‘ 1926-27 and all that’) in Soviet Studies, October, 1957. 
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of the clearest examples concern the rewarding of increases in labour 
productivity. Since this is calculated, in most cases, by dividing the 
labour force into the gross output, there is just the same interest in 
inflating the latter to any possible extent. Almost every example of 
the distorting effects of endeavours to fulfil the plan recurs repeatedly 
in discussions about the measurement of labour productivity. For 
instance, in one such discussion it was pointed out that output and 
productivity in the case of wool cloth are both measured in linear metres, 
with the consequence that its width averages 106 centimetres, against a 
technical optimum of 142 centimetres, as this is the easiest way to be 
rewarded for success under both these heads.!_ Indeed, many are the 
contrivances by which the management seems able to affect the 
statistical expression of productivity without any real gain in efficiency, 
and one wonders whether direct rewards for increases in output per 
head are a useful way of stimulating the rational use of labour. 

Serious difficulties also stand in the way of finding some means of 
rewarding the management for reducing costs of production. These 
are mainly connected with changes, real or potential, in the assortment 
or type of product. Thus one Soviet critic has pointed out that such 
rewards can incite the management to reduce quality, a tendency which 
can also be encouraged by rewarding economy of materials.2. Then 
there is the question of comparability. A Soviet economist has shown 
that “‘ in order to provide effective checks on cost reduction, the greatest 
possible number of products are considered to be comparable ”’, even 
though the design may have been appreciably altered.* This affects 
not only the validity of aggregate output statistics, but also the pattern 
of production. The same economist added: “ The question of com- 
parability is often in conflict with the improvement of the quality 
and range of output of the enterprise, and sometimes acts as a direct 
obstacle in the path of introducing new and better types of products ” 
because the enterprise will tend to avoid making “ those products 
which will be deemed ‘ comparable’ if the change in design involves 
increased costs per unit’. No one likes to lose their bonus. So here 
again the success indicator stimulates a departure from the path of 
economic common sense. 

The “‘ success indicator” system has a negative effect in two other 
ways. It fails to provide any encouragement for innovation, and it 
does not reward quality or, to put it another way, it does not provide 
the necessary link between the producer’s behaviour and the user’s 
requirements. 

First, the question of innovation. The Soviet regime has devoted 
much effort to the encouragement of inventors, and whole sectors of 
its industry have certainly been equipped with excellent machinery. 
However, much of this occurs on the direct order or instigation of the 


1 Sotsialisticheskii Trud, a3 1/1957, p. 50. 
* Kondrashev, op. cit., 
. Vainshenker in Vestnik ‘Statistik, pp. 20-21. 
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central authorities. Initiative at the level of the enterprise is, unin- 
tentionally, somewhat discouraged. There is no disposition on the 
part of superior authority to tolerate a halt for retooling, which is 
involved in a change of production method or design, since it would 
affect the current output plan. Nor is there any reward for risk-taking, 
though there is generally some risk if a manager takes it upon himself 
to try something new. The difficulty has been well stated in a literary 
periodical: “‘ The introduction of a new method involves risk and, as 
in all gambling, capital is needed. Risk involves the possibility of loss, 
does it not? Yet even if a director is given the capital, just let him take 
a gamble and not win! . . . No, it does not behove a director to take 
risks. . . . The trouble is not so much that a few millions might be 
lost but, God forbid, the quarterly output programme might be threat- 
ened. Then the department concerned will appear in an unfavourable 
light in the statistical board’s report ”’.1 

Secondly, a few words about quality and the demand pattern. Here 
the problem is intimately connected with the inadequacy of the price 
mechanism. Clearly, so long as the primary object of the management 
is to strain to achieve plans expressed in quantitative terms, quality 
will suffer. So long as the goods conform to some minimum standard, 
they will count for purposes of measuring gross output. If the user’s 
preferences—be that user a citizen or another factory—do not fit into 
the various success indicators, they tend to be disregarded. Since 
prices are decided centrally, and cannot be varied (save in a very few 
instances) by agreement between supplier and recipient, an essential 
economic link is missing. The consequences have been much com- 
mented upon in articles published recently in the USSR. A Soviet 
technician argued that the managerial incentive system leads to failure 
to adapt civil aircraft to the needs of the Aeroflot line, and adversely 
affects the durability of such commodities as rubber tyres and electronic 
valves by providing no reward for quality.2 An economist pointed 
out that engineering factories are often “‘ uninterested in improving 
their machines, as this might lead to a worsening of their economically- 
measurable activities ” (i.e. would affect the success indicators).* Another 
economist criticised the repeated failure of the consumers’ goods 
industries to respond to consumer demand. Requests from the retail 
trade network are often rejected “‘ because a change in output would lead 
to the non-fulfilment of the gross output plan” by the manufacturers. 

The tendency to distort the output assortment is, of course, limited 
by certain specifications in the plan itself. One reason for the excessive 
centralisation and great detail of planning, which has been the subject 
of much criticism, has been precisely the need to combat the tendency 
to distortion inherent in the “ success indicator” system. However, 


1 Lebedev in Zvezda, No. 5/1957, p. 155. 

® Znamya, No, 2/1957. This technician had no doubt that the ‘‘ comrade econo- 
mists ’’ should devise a connecting link between use-value and profitability. 

* Ganshtak in Finansy SSSR, No. 6/1957, p. 19. 

“ Lokshin in Voprosy Ekonomiki, No. 5/1957, p. 132. 
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there is ample evidence to show that those items which fit most easily 
into plan fulfilment indicators are produced in excess of the plan, while 
others remain relatively scarce. Nor can all variants be separately 
prescribed from above. 

In theory, the supervisory organs are supposed to prevent the devia- 
tions which have been here described. Among them, the most important 
are the local Communist party organisations and the immediate 
superiors of the enterprise (i.e. a department of the economic ministry 
or, under the recent reform, the appropriate department of the regional 
economic council). Unfortunately, all these bodies are interested in 
just the same success indicators as the enterprise. Their credit depends 
in large part on the plan fulfilments in their area of responsibility. 
It is Khrushchev himself who has been urging the need to relate even 
the salaries of party officials with the economic success indicators of 
their areas. Therefore, far from checking these undesirable tendencies, 
the “ supervisors ”’ connive at, or even encourage them, judging from 
the indirect evidence available. 


Before turning to a brief discussion of what can be, or is likely to 
be, done to correct these deficiencies, a few other remarks would be 
in order, if only to ensure a due sense of proportion. In the first 
place, it must be emphasised that the, paper is concerned with an aspect 
of Soviet micro-economics—or should it be micro-planning—and not 
with the more general question of the relative strength and weakness 
of the Soviet economic system as a whole. This system grew up as 
part of an attempt by an authoritarian regime to maintain ultra- 
rapid tempos of industrialisation and to build up military might. To 
the extent to which these objectives were achieved, it would be foolish 
to speak of “failure’’. Perhaps if the highest priority is maximum 
growth of heavy industry at almost any cost, in conditions of relative 
abundance of labour and a lavish supply of untapped natural resources, 
there is some logic in a system which provides the highest rewards 
for those who produce more. The student of the British war economy 
will have little difficulty in finding parallels for many, if not most, 
of the distortions listed in the preceding pages; the problem of how 
to stimulate and reward desirable activity by firms was a very real 
one. It is possible, therefore, that the harmful effects of “ success 
indicators ” are an inevitable part of the cost of running an economy 
dominated by a few priority objectives determined by politicians. 

Then it should not be thought that, so far as the USSR is concerned, 
the distortions discussed here are in any sense new. There is ample 
evidence that they existed also in the thirties.1 The new element in the 

1 See, for example, D. Granick’s Management of Industrial Firms in the USSR 
(Columbia University Press, 1955). A new book by J. S. Berliner, Factory and 
Manager in the USSR (Harvard, 1957), also deals with these topics, using largely 


materials relating to the ’thirties, but this book was not to hand at the time of 
writing. 
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situation is the effort now being made to probe the sore as part of an 
attempt to find cures for the disease. For reasons too complex even 
to touch on here, there is now much less willingness to pay the price, 
in terms of waste of scarce resources, involved in the highly centralised 
system of “ priority”’ planning of which the success indicators are a 
part. 

Soviet economists have approached these problems on a number 
of different levels. Some have gone no further than pointing out 
ways of improving the existing success indicators—and it is certainly 
true that some indicators are less unsuitable than others. However, 
the more thoughtful members of the profession see this question as 
part of a more fundamental one: the role of the “ law of value ”’ (i.e. 
prices, profits, market forces, rationality) in the Soviet economy. Two 
national conferences, in December 1956 and May 1957, have been 
devoted to “‘ the law of value ’’,! and the specialised press has been 
publishing articles on related topics throughout 1957. 

A key element in any such discussion must be the relationship between 
the central plan and the actual operation of the economy. It must 
therefore be mentioned that, while the economists argued, the Soviet’ 
leaders introduced an important new element into the situation by a 
radical reorganisation of industrial planning and administration. By 
a new law, which came into operation on 1 July, 1957, the USSR 
has been divided into 105 economic regions. Most industrial ministries 
have been abolished. Each regional authority now plays an important 
role in directing the operations of industrial enterprises within it and 
for drawing up plans, subject to the authority of the centre. The 
reform has many aspects which cannot be discussed here, but in one 
respect it is most relevant to the problems with which we are concerned. 
A planning authority with regional responsibilities is in quite a different 
situation from that of the central planners. The latter can, at least in 
theory, estimate national need in quantitative terms. A planning 
chief located in Kursk or Archangel cannot do so, and indeed cannot 
even know the direct consequences of his decisions on enterprises 
located outside his own area of responsibility. No doubt each region 
will work to a plan prescribed from above, but there are bound to be 
decisions to be made at regional level—the more so as one object of 
the entire scheme is to ensure a much needed increase in local initiative. 
But what are to be the criteria underlying regional decisions ? There 
are signs that the regions are being provided with success indicators 
of their own, and of course the obvious one, already in use in “ inter- 
regional competitions’, is gross output in monetary terms. This 
suggests that all the distortions which have been noted at enterprise 
level will operate in the new regional structure, only on an even larger 
scale. Thus the creation of regional planning bodies, far from simplify- 
ing the relationship between planners and producers, has introduced 


1 Reported in Voprosy Ekonomiki, Nos. 2 and 9/1957. Also a similar discussion 
among statisticians is related in Vestnik Statistiki, No. 4/1957. 
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a new complication, and has made the search for more satisfactory 
economic criteria more urgent than ever. 

These problems must lead to a reconsideration of the role of market 
forces, of profitability as the irreplaceable all-in criterion of success 
and of action. Once the economy grows too complex to be controlled 
effectively from the centre, it is increasingly difficult to avoid using the 
market mechanism, with a flexible price system responsive to supply 
and demand. There are signs that some Soviet economists see this 
clearly enough; thus I. Malyshev has argued for a recognition of the 
logical connection between rationality and profitability.t A leading 
“ official’ economist, Gatovski, has also spoken up in favour of a 
more logical price system and a more extensive role for the profit 
motive.2 However, there are serious obstacles in the way of an explicit 
recognition of the needs of the situation. 

One such obstacle is Marxist theory. It is not enough to advocate 
a more rational price system, it is also necessary to define some means 
of deciding what a rational price is. Turning to Marx, Soviet economists 
find themselves saddled with a definition of value in terms of “ socially 
necessary labour power”. This has caused a number of them to 
criticise the existing price system by reference to the Marxist concept 
of value; values and prices should, they argue, equal wages of labour 
plus the “surplus product ”’ created by the workers.* Certain excep- 
tions are admitted, e.g. in the case of such interchangeable fuels as coal, 
oil and natural gas—but this approach involves basing prices on some 
version of factor cost (though there is disagreement about how cost 
should be defined for this purpose), while almost entirely disregarding 
use-value, demand. Under such a price system, at best the management 
will be indifferent on whether to produce article A or article B, even 
though the user would prefer A. Such a theoretical approach as this 
leaves no place for market forces. It is an interesting question whether 
Marxist modes of economic thought can be adapted to serve as a basis 
for necessary reform. The economist Kulikov, in his contribution to 
the discussion of December, 1956, brought up the point that an un- 
saleable commodity fails to achieve “social recognition”, i.e. that 
the labour used in its production is misapplied. Marx did, of course, 
recognise that a useless object has no value. Perhaps someone will 
have the sense to see that some commodities, though not useless, are 


1 Voprosy Ekonomiki, No. 3/1957, and again in Planovoe Khozaistvo, No. 7/1957. 
In the latter (p. 63) he urged the need for some objective basis for choice between 
alternatives at the level of the enterprise. 

2 Kommunist, No. 9/1957, and also his contribution to the discussion in Voprosy 
Ekonomiki, No. 9/1957. 

3 In pure form this somewhat scholastic approach may be found in Strumilin’s 
contribution to Planovoe Khozaistvo, No. 2/1957. Variants of the same idea are 
put forward by Kondrashev and Kronrod, and even Malyshey is not free of it. In 
Strumilin’s version the price of any one product should in principle be equal to 
wages paid out in its production, plus that fraction of society’s total expenditure 
on accumulation and services which is represented by the enterprise’s wages bill 
in relation to the total wages fund, 
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less useful than others. Then perhaps there will be forged the essential 
link between “ value” and utility, by the recognition of “ degrees of 
social necessity” or “‘ degrees of social recognition ”’, thus bringing 
the operation of market forces within the verbal framework of Marxism 
(e.g., ““A is more wanted than B, and therefore, ceteris paribus, the labour 
expended on A is socially more necessary. . . .”). 


However, there is little doubt that the principal obstacle is not theory, 
but rather the conviction of the political leaders and planners that they, 
and not any “law of value”, are the regulators of economic life. 
Their function, indeed, does to a large extent consist in replacing the 
operation of economic laws by political decision. This attitude is 
expressed by official economists by denying to the “law of. value” 
a regulatory role under socialism. The contrary view is denounced 
as “‘ revisionism”. Professor Ostrovityanov put the point this way: 
“The idea is widespread among foreign economists . . . that output 
should be regulated by the free fluctuation of market prices . . . under 
the influence of supply and demand. Such ideas involve the unleashing 
of elemental forces and would cause anarchy in production, contradict- 
ing the very essence of the socialist planned economy ”’.1 


It is important to distinguish two strands in the debates now going 
onin Russia. One line of argument is primarily concerned with criteria 
for planners at the centre. It is admitted by everyone that the importance 
of economic calculation was underestimated, that planners’ minds were 
confused by an illogical price system, and that in consequence 
expensive errors were made, particularly in the planning of investments. 
It may well be that, from the point of view of central planning, a 
system of values and prices based on some concept of factor cost 
could serve as a useful criterion. But this paper has been concerned 
with a rather different (though related) question; not with planners’ 
decisions (be they sound or unsound), but with behaviour at lower 
hierarchical levels. It is on these levels that the success indicator 
system has so clearly shown its inadequacy, and official thinking has 
not yet advanced much nearer to the only possible solution. There is 
evidence that some Soviet economists have been advocating the 
“market” idea,2. and many managers of Soviet enterprises must 
surely support it, since it is not only conducive to greater efficiency 
but also enhances their powers. However, it remains politically very 
difficult to pursue this line of argument. 


1 Pravda, 26 April, 1957. The “‘ foreign economists ” are, principally, Poles and 
Yugoslavs. 

* Ostrovityanov, in Kommunist, No. 13/1957, p. 99, claimed that the heretical 
arguments of certain Poles, who had been advocating a free market, were rejected 
by “‘ the overwhelming majority ” of Soviet economists. This means there was a 
minority which accepted them. The tone of the articles against ‘* revisionism ” 
certainly suggests that Soviet economists have been straying from the path of 
orthodoxy in these matters. The logic of many of the arguments advanced by the 
more radical critics certainly leads towards the market solution, though the word 
“market ” is still too ‘‘ dirty” to appear in print in this connection, 
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The orthodox theoreticians, and also the Soviet leaders, face a 
dilemma. They need efficiency, they are in no mood to tolerate the 
irrationalities of the over centralised planning mechanism inherited 
from the Stalin period of industrialisation, they repeatedly stress the 
need for reform. Yet ideological principles and political interests 
cause them to shy away from a consistent approach to the problems 
they wish to solve. Marx has said nothing which can help them, but 
it must also be admitted that they would derive little aid from studies 
of planning by western economists, as these have dealt almost entirely 
with the behaviour of a central planning agency. Little has been done 
to consider the position of the productive units within a planned 
economy, in relation to the planners and to the incentives provided. 
It might be useful to compare the position of a Soviet enterprise to 
that of an autonomous division of a great western monopoly, where 
we also find the need to reconcile central control with initiative, the 
stimuli of market forces with the headquarters plan. British nation- 
alised industries are another fruitful field of comparative study—though 
they mainly operate in sectors where the problem of choice between 
variants of output scarcely arises. (It might be said in passing that 
the price policies of our nationalised industries should remind us that 
irrational pricing is no monopoly of the Soviet world.) It would be 
useful to examine the experience of Yugoslavia, where market relations 
have to some extent been restored in recent years, and to consider 
the discussions which have raged in Poland. The “ success indicator ” 
problem is part of a neglected study—the micro-economics of planning. 
We could spare a sympathetic thought for the Soviet economists who, 
in not altogether favourable circumstances, are cautiously seeking 
ways and means of tackling it. 


London. 
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Movements in Retail Prices Since 1953 
By R. G. D. ALLEN 


INTRODUCTION 


The general magnitude of the inflationary rise in prices from 1954 
to 1957 is well known: an increase of about 4 per cent. per year in 
the all-items index of retail prices. I propose here to examine differences 
in price movements from one commodity group to another, in order 
to throw light on the nature of the inflation and on the prospects of it 
being stopped. In addition, now that data are available on recent 
patterns of consumption,! I provide some estimates of the incidence of 
price movements in the last few years for various broad categories of 
consumers. 

As the basis of my analysis I take the present price collections, and 
the corresponding index numbers of retail prices, of the Ministry 
of Labour. These cover a wide range of families, together making up 
about 90 per cent. of the total population; I shall call these index 
families. Strictly speaking, I can only start the price series at January, 
1956, the date when the collection of prices began on the present 
coverage. However, making use of index numbers calculated on a 
rather narrower basis, and published by the Ministry in some detail 
between 1952 and 1956, I can carry the series back for a few years with 
reasonable accuracy. On the other hand, because of the lack of detail 
in the Ministry’s published index numbers from 1947 to 1952, I can 
obtain only very rough estimates of comparable series before 1952.2 

The period I consider is the four years from October, 1953 to October, 
1957. To eliminate as far as possible the effect of seasonal movements, 
I take only the figures for October each year, The starting point of 
October, 1953 is a month when retail prices were relatively stable—the 
last such period, extending from April, 1953 to June, 1954. The price 
series are set out in Appendix I in as much detail as I use. 

It is of more than passing interest to compare price movements in 
1953-57 with those in the preceding four years, from October, 1949 
to October, 1953. This earlier period, starting and ending at times 


1 Report of an Enquiry into Household Expenditure in 1953-54. H.M.S.O., 1957. 

* My present approach is to be contrasted with that I adopted in On the Decline 
in the Value of Money, Athlone Press, 1957. The monthly index I then took was 
the Interim Index published by the Ministry of Labour from June, 1947, i.e. for 
working-class and lower-salaried families and not for the present group of index 
families. J link this index back to 1938 but it stops effectively at January, 1956. 

* In my data for the months before January, 1956, I make some use, for particular 
price series (e.g., motoring and cycling), of constituents of the CS. O. Index of 
Market Prices for All Consumers. 
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of price stability, covers the effects of devaluation and of the world- 
wide excess of demand during the Korean crisis of 1951. As noted, 
only rough estimates are possible for the period and price series cannot 
be written in the detail shown in Appendix I. The calculations I 
have made are designed to indicate only orders of magnitude of price 
changes over the four years 1949-53, and only for the main groups of 
commodity prices. 


MOVEMENTS IN RETAIL PRICES, 1949-53 AND 1953-57 


I combine the price series of Appendix I into index numbers in the 
period 1953-57, as shown in Table 1 in comparison with corresponding 
figures roughly estimated for 1949-53. The results apply to the group 
of index families and the weights used (also shown in Table 1) are 
obtained from the average consumption pattern of these families in 
1953-54. 


TABLE 1 
RETAIL PRICE MOVEMENTS FOR INDEX FAMILIES 
% increase in prices (October to October) 
Group and sub-group Weight* 4 years 4 years 2 years 2 years 
1949-53 1953-57 1953-55 1955-57 

Food .. Cs 350 39 18-2 - 3 4-3 
Drink and tobacco Me 151 2 9-1 1-0 8-0 
Housing as, S 87 16 23°8 6:3 16-4 
Coal and ene 28 40 22 15 
Other fuel and light . 27 23 64 154 
Fuel and light - 55 334 31-1 13-8 15-2 
Clothing Ay : 106 S$ 4 5 
Furniture appliances | 

and furnishings .. 56 7 2 5 
Hardware, etc. ~ 10 16 6 10 
Clothing and durables 172 23 6:6 1:0 5:6 
Books, newspapers .. 16 314 64 234 
Medicines, toilet and 

cleaning items Ai 26 123 1 11 
Other goods .. Fic 17 10 1 9 
Miscellaneous goods . . 59 19 16°8 2:5 14-0 
Postage, telephones .. 6 39 2 36 
Entertainment. . : 23 16 5 10 
Other services 29 2) Vf 14 
Motoring and cycling 30 13 4 9 
Travel 38 28 8 18 
Services and transport 126 30 22 6-1 14-3 
‘All jtenasaats, OP Ls TOO ee S88 16-1 7-0 8°5 


* Consumption of group of index families in 1953-54 valued at prices of January, 
1956, 
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Consider first all goods and services except food, together accounting 
for 65 per cent. of the total weight in the retail price index. In the 
two latest years, from October, 1955 to October, 1957 there was a 
surprising amount of uniformity in the price movements; the increase 
generally ranged from 8 to 16 per cent. in the two years, or about 
6 per cent. per year on the average. Exceptionally large price rises 
were recorded for three particular groups, due to recent increases in 
postage and telephone rates, in newspaper prices and in bus fares. 
Only clothing and the main household durables had price rises smaller 
than average, amounting to about 5 per cent. in the two years. 

Changes in indirect taxation were of minor importance in this period. 
Rates of purchase tax on a limited range of items were twice changed, 
upwards at the beginning of the period and downwards in 1957. Excise 
tax on tobacco was twice increased, late in 1955 and in 1957, but this 
is by no means enough to account for the rise of 8 per cent in drink 
and tobacco prices in the two years; there were also “ genuine ”’ price 
increases. Similarly, the net effect of the Suez crisis of 1956—57, e.g. 
on petrol prices and fares, was not large over the whole period. 

The general impression is that higher costs, both in manufacturing 
and in distribution and services, were being passed on (at least in part) 
to consumers. The relative uniformity of the movements in prices, 
though a feature of 1955-57, was not found in earlier periods, neither 
the two preceding years (1953-55) nor the four years before (1949-53). 
Prices of manufactured goods—excluding fuel and light in this context 
—were almost constant in the two years to 1955, and it was only 
then that they approached again the levels to which they rose during 
the Korean crisis of 1951-52. On the other hand, prices of services, 
transport, housing, fuel and light increased considerably in all years 
from 1949, slowing down in 1953-55 and subsequently accelerating 
again. 

It appears that, if food prices are ignored, the inflation since 1953 has 
developed differently from that which followed devaluation and the 
Korean crisis. There was an uneven and ragged advance in prices at 
first, quite unlike the upward surge of 1951. Certainly the pressure 
of demand was considerable. However, without the impetus of rising 
import prices, and with productivity increasing in manufacturing, 
major price increases were confined to particular items; the lead 
was taken by prices of services, fuel and light. Later, after 1955, 
the advance became more general and pronounced. This is what would 
be expected if wage increases were being passed on fairly uniformly 
under conditions of excess demand. The exceptional behaviour of food 
prices may well have had something to do with this development, 
a point which needs to be examined more closely. 


MOVEMENTS IN RETAIL Foop Pricgs, 1953-57 


The variations in food prices between October, 1953 and October, 
1957, as disclosed by the series of Appendix I, are summarised in 
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Table 2. Food items carry a weight of 35 per cent. in the con- 
sumption pattern of the retail price index and movements in their 
prices must always be expected to be a critical factor in the general 
price variation. Certainly, until the last year or two, food prices have 
dominated the retail price index in the post-war period. They increased 
by nearly 40 per cent. from 1949 to 1953, a period of rising import 
prices, and of fast-growing domestic demand just beginning to burst 
out of the strait-jacket of rationing and price control. The increases 
continued, at a rather lower but still very high rate, in the two years 
1953-55. That they did so may well have been the determining factor 
in the development from an uneven price rise before 1955 to a more 
general advance after 1955. 

It is indeed difficult to find a way through the maze of confused and 
interrelated influences on food prices in these years. Unlike the period 
around 1951, import prices of foodstuffs were rising neither fast nor 
generally between 1953 and 1955. There was a slow upward trend 
in import prices of meat, fruit and vegetables, some more rapid 
increases (e.g. in tea prices) offset by some declines. The food price 
index has an import content of about one-third; import prices were, 
on the whole, a stabilising factor in the two years. Domestic influences 
were clearly much more important, and particularly the events leading 
up to and the consequences of the elimination of price control on meat, 
butter, margarine and cheese in 1954. The immediate response to 
de-control was generally a sharp rise in prices, cheese being the only 
exception. The longer-run effects were different. Butter, margarine, 
cheese (and also eggs) tended to decline in price after 1954. On the 
other hand, meat prices rose considerably on de-control and continued 
to rise throughout 1954-55. Consumer demand for meat was expand- 
ing, supplies were relatively short, import prices were hardening and 
domestic prices were catching up with the much higher level of world 
prices of meat. On the demand side, too, there was probably a psycho- 
logical factor at work, left over from rationing—the relief of being 
able to buy meat, no questions asked about price. On the supply 
side, as Devons has pointed out, there was evidence that distributive 
margins increased very substantially.1_ The widening of margins, with 
consumer demand expanding and import prices rising, may well have 
applied also in the distribution of fruit and vegetables. But definitive 
evidence on this point is lacking. 

Table 2 shows clearly that the rise in food prices in 1953-55 was 
large but concentrated on a few items: meat, tea, fruit and vegetables. 
Fats and dairy produce show practically no net price change over the 
period and prices of manufactured or processed foods followed the 
pattern of a slow rise set by other manufactured goods. 

Having contributed to a general inflationary rise in prices, 
food prices tended to settle down after 1955. If allowance is 
made for the price increases in bread and in milk following the cut 

1 EB, Devons, ‘‘ The Wage-price Spiral,”’ District Bank Review, September, 1956. 
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TABLE 2 
MOVEMENTS IN RETAIL FooD PRICES FOR INDEX FAMILIES 


Per cent. increase in prices 
(October to October) 

Food Sub-group Weight* = ————_| —__________ 
4 years 2 years 2 years 
1953-57 | 1953-55 1955-57 


Increases above average: 


Fruit Ae ag As oe 19 56 30 19 
Vegetables Au A A 33 46 34 9 
Tea, soft drinks, etc. .. oh aD 274 26 1 
Fish ae ae at ae 9 25 10 13 
Bread, flour, etc. A ‘* 52 21 # 19 
Meat and bacon oe A 89 20 26 —4 
Increases below average: 
Milk (full price) a if 14 —_— 14 
Other food Ae - ae 15 11 5 5 
Sugar, preserves and confectionery 6 5 1 
Other milk, cheese, eggs 2 > -6 
Butter, margarine, etc. .. -8 — -8 


All food 


* Consumption of group of index families in 1953-54 valued at prices of January, 
1956. 

t+ Weight of ‘‘ milk, cheese and eggs” sub-group is 53, divided about half and 
half between full-price milk (for which movements in the standard price are taken 
here) and the rest of the sub-group. 


in subsidies in 1956, there was very little if any net change in food 
prices from October, 1955 to October, 1957. There were substantial 
increases in prices of fish, fruit and vegetables, offset by declines for 
butter, margarine, cheese, eggs, pork and bacon. It is difficult to 
resist the conclusion that, if all this had happened earlier, the habit 
of raising prices (and wages) at the drop of a hat might not have spread 
so far and so wide. 
PROSPECTS 


The general impression conveyed by the analysis is that the infla- 
tionary price rise of the last four years could well have been stopped 
during its ragged early stages.1 Undoubtedly there was some excess of 
domestic demand, particularly for certain commodities (e.g. meat). 
Undoubtedly, therefore, there was room for the operation of the costs- 
prices-costs cycle. For some time serious price increases were confined 
to a limited number of sectors—services, fuel and light, and the food- 
stuffs most affected by de-control and expanding demand. A strong 
and firm attack on these sectors may well have resulted in a stable 

1 At the time it was almost impossible to envisage the subsequent effects of a rise 
in prices of a few critical items, or to countenance any attempt to keep down prices, 
encouraging demand already excessive in relation to current prices. Even now, looking 
back to 1954, I find it difficult to be completely precise in what could have been done. 
But it does seem that the inflationary forces could have been halted if there had been 
greater willingness to allow subsidies to continue, stabilising prices of de-rationed 


items, and if earlier action had been taken to mop up surplus liquidity, otherwise 
available to finance inflation. 
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price level at retail. It was still possible then to absorb higher wages 
through increased productivity in manufacturing, and retail prices of 
many manufactured goods were constant. This damping factor did 
not lose its force until 1956, when the rise in industrial production 
seemed to have lost its impetus. By then, the impression had grown 
that prices generally, and food prices in particular, were rising fast, that 
inflation had come to stay. 

All this is being wise after the event. The question is, what are the 
chances of stopping inflation now that it has become something of a 
habit ? As far as retail prices are concerned, I would offer the follow- 
ing comments. The objective is to achieve a stationary price level, or 
at least one rising slowly. This means that any price rises must be 
approximately offset by price falls. In a dynamic economy with 
shifting demand and under given political and institutional conditions, 
some prices must rise. It is perhaps inevitable that housing and fuel 
prices will rise further. Certainly the prices of many service items, and 
of goods with a high service content, must continue to rise. It can 
be maintained that some services are under-priced in relation to the 
demand for them. In any case, the expansion of demand may well 
be concentrated on the service element—direct services such as hair- 
dressing and indirect services like packaging or grading and preparation 
of meat, fruit and vegetables. Strictly, any price rise due to a quality 
change associated with better service should not appear in the retail 
price index, but in practice it is likely to be regarded as a price rise and 
also to have its effect on the index. 

Some offset in the form of price reductions is thus required. It is quite 
possible to look for cuts in prices of manufactured goods during a period 
of rapidly advancing technology. However, my guess is that, while manu- 
factured goods prices may fall in the long run, they are not likely to con- 
tribute much in the very near future. There has recently been a quite 
general price advance among retail prices of manufactures; they may 
well settle down at the higher level, as they did after 1951, but no more. 

There remain food prices which we know can easily decline; witness 
recent experience both in this country and in the United States and 
elsewhere. Indeed, food prices are apt to change rapidly, downwards as 
well as upwards, in response to changing conditions of supply and 
demand. Prices of many imports of foodstuffs have recently declined, 
without being fully reflected in prices in the shops. Distributive 
margins on some foods have widened and are vulnerable. There are 
food prices (e.g. cheese) which may well have fallen so much that 
further declines are unlikely. But other prices have remained high 
and could give way. Critical items for a variety of reasons are meat, 
fruit and vegetables—and milk and potatoes with their guaranteed 
prices. Between them these have a weight of well over 15 per cent. in 
the all-items index of retail prices. It does not seem at all unlikely 
that food prices, having worked in one direction up to 1955, should 
now begin to work in the reverse direction. 
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I do not by any means ignore the interdependence of prices, incomes 
and costs. If a nearly stable level of retail prices is achieved, particularly 
through a decline in food prices in the shops, then demands for higher 
incomes will be pressed less hard. If industrial production is expanding 
and productivity rising, and if excess demand is siphoned off, then 
reductions in prices of manufactured products become possible. The 
balance between inflation and deflation is a delicate one, and I have 
given a formidable set of “ifs”? in my indication that it might be 
achieved. 


PRICE MOVEMENTS FOR DIFFERENT GROUPS OF CONSUMERS 


During various periods since 1949 the price movements of different 
commodity groups have been diverse (Table 1). Further, different 
categories of consumers lay out their expenditures in very different 
ways. For example, foodstuffs represent 35 per cent. of the budget 
of index families; but the proportion is under 25 per cent. for high 
income families and over 40 per cent. for “‘ pensioner ”’ families of 
two persons. It is to be expected, therefore, that the overall effect of 
the diverse price movements will vary from one category of consumer 
to another. In other words, an all-items retail price index is to be 
expected to increase faster when calculated for one group of consumers 
than for another group. 

In fact I shall show that, for the years since 1949, this is not so; 
there has been very little difference between the effect of price changes 
on one type of consumer and the effect on another type. Some com- 
pensation is to be expected; no category of consumers is unlucky 
enough to concentrate its expenditure on just the things which have 
gone up most—of the major items in anyone’s budget, some will have 
risen fast in price and others not. What is surprising is how perfectly 
this compensation has worked out since 1949, despite very diverse price 
movements and great differences in consumption patterns. This need 
not always be the case; it is, therefore, worth while pursuing the matter 
a little further. 

I distinguish several consumer categories, as in the Ministry of 
Labour’s Report on the 1953-54 Expenditure Enquiry. First, there 
are pensioner families (of one, two or more persons), defined as those 
with at least 75 per cent. of total income from National Insurance 
(or similar) retirement pensions and/or National Assistance in supple- 
mentation or instead of such pensions. Next, there are high income 
families where the head of the household has recorded a total income 
of £20 a week or more in 1953. Finally, there are index families, all 
the rest. Among these I will distinguish, according to the occupation 
of the household head, families of manual employees and of clerical 
and professional employees. 

Appendix II shows the distribution of the weights of an all-items 
retail price index appropriate to each consumer category. These are 
based on the expenditure patterns disclosed by the 1953-54 Enquiry, 
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each adjusted (as in the present Ministry of Labour index!) to make 
it apply to a price index with January, 1956 as 100. The adjustments 
comprise : 

(i) Elimination of certain payments (income tax, savings, capital 
sums, insurance premiums, betting, etc.) outside the scope of the 
index. 

(ii) Augmentation of certain expenditures (drink, tobacco, meals 
out, ice cream, sweets and chocolates) known to be under- 
recorded in the 1953-54 budgets. 

(iii) Allocation of certain expenditures (e.g. meals out, fish and chips) 
to other groups since no direct pricing of the items is attempted. 

(iv) Adjustment of the results from prices of 1953-54 to those of 
January, 1956, and finally scaling to a total of 1,000. 


The weights given in Appendix II show how much the expenditure 
patterns do in fact vary, from one family type to another. 

Each of the set of weights is applied to the price series of Appendix I 
to obtain an all-items retail price index for 1953-57 and for each family 
type concerned. The results are given in Appendix II. For the group 
of index families as a whole, this process reproduces the official 
(Ministry of Labour) index in 1956 and 1957. For other family groups, 
the calculation gives an approximate price index for each group. It is 
approximate since it is based on the assumptions that the price move- 
ments of Appendix I apply equally to the purchases of all family types, 
and that the varying internal weighting within the sub-groups used can 
be neglected.2 Further, a rough estimate of price movements is made 
for each family type for the earlier period, 1949-53. 

The all-items index numbers for various consumer groups are 
found to be very little different. They can be summarised: 


TABLE 3 
RETAIL Price INDEX NUMBERS FOR DIFFERENT GROUPS OF CONSUMERS 


Per cent. increase in prices 
(October to October) 


Group of Consumers 4 years 4 years | 2 years 2 years 
1949-53 1953-57 | 1953-55 1955-57 


Pensioner families : 


One person .. oo as aye 20 28 20-2 9-4 9-9 

Two persons ss oF i st 26 17:9 8-5 8-7 
Index families : 

Manual employees ie 24 15-9 7-0 8-2 

Clerical and professional employees % 244 16-3 6:7 8-9 

All index families .. : Ad 24 16-1 7:0 8-5 
High Income families Be te 5 24 16-1 6:1 9-4 


1 See Method of Construction and Calculation of the Index of Retail Prices, 
H.M.S.O., 1956. 

2 Note that it is not assumed that all families pay the same prices for (e.g.) meat 
or housing—only that the prices (whether high or low) move by the same percentage 
amounts from month to month, 
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The only difference of significance is for pensioner families. Single 
pensioners living alone so distribute their expenditure that the combined 
effect of price rises in 1953-57 is an increase of 20 per cent., as compared 
with 16 per cent. for the general run of (index) families. It might 
be thought that this result can be used, for example, to determine the 
adequacy of National Insurance pension rates. This would be dan- 
gerous. The pensioner families here distinguished are only two groups, 
i.e. single persons and couples living by themselves. The index numbers 
apply to these groups, but not to pensioners in general, including the 
majority who live in other families. 

Even if the question is limited, e.g. to the adequacy or otherwise 
of pensions to single-person pensioners living alone, the index shown 
is not in itself necessarily appropriate. It includes rent and rates and 
yet pensioners living alone often have no incentive to adjust their 
housing costs to pension rates. Rent is quite frequently met, if not 
from private means, at least by National Assistance supplements. The 
index also includes clothing, furniture and appliances; expenditures on 
these items are scarcely relevant to pensions. The needs of pensioners 
here must be few, since they can, and often do, live on stocks accumu- 
lated earlier in life. If the price index number is adjusted to exclude 
housing, clothing and major durables: 


TABLE 4 


Price index numbers, Jan. 1956=100 


(October) 
1953 1954 1955 1956 1957 
All index families, all items .. 92:2 94-2 98-6 102-7 107°1 
One-person pensioners : 
Allitems .. an ee 90:1 93-0 98-5 102-9 108-2 
Current items only* ‘ie 88-9 92°2 98-8 102-7 107°4 


* Excluding housing, clothing, furniture, appliances and furnishings. 


It follows that, over the two years 1955-57 at least, the incidence 
of relevant price movements for single pensioners living alone is quite 
well represented by changes in the all-items index for the main group 
of families, as published by the Ministry of Labour. 


The London School of Economics. 
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APPENDIX I 
RETAIL PRICE SERIES, OCTOBER 1953—OCTOBER 1957 


SS FS A RE LS EE ES CIES ORI CE ET ESA eS 
Prices (October each year), 
Jan. 1956=100 


Sub-groups Welchts| = eee eee 
1953 1954 1955 1956 1957 
Foon: ; 
Bread, flour, etc... Ay By 98 97 100 115 119 
Meat and bacon ate 89 82 91 103 101 99 
Fish he : rhe 9 88 91 97 102 110 
Butter, margarine, ‘etc. ee 19 95 96 95 93 88 
Milk (full price) ay = { 100; 100.41 100, 107.42 9114 
Other milk, cheese, eggs 108 104 113 109 106 
Tea, soft drinks, etc. .. 22 80 93 101 96 102 
Sugar, preserves and con- 
fectionery e ee 39 94 97 99 100 100 
Vegetables ae Si 33 69 78 93 85 101 
Fruit ¥e oh ¥ 19 72 79 93 100 111 
Other food Bs Hs 15 93 94 98 101 103 
DRINK AND TOBACCO: 
Alcoholic drink .. Ae TH 98-3 98-5 100-0 102-6 105-7 
Tobacco .. 5 ue 80 DTS. "9725 97°95 105-3 107-8 
HousInGc .. an Me 87 92:2 94-6 98-0 104-5 114-1 
FUEL AND LIGHT: 
Coal and coke .. ee: 28 77 824 94 102 108 
Other fuel and light es 27 91 92 97 103 112 
CLOTHING AND DURABLES: 
Clothing .. 106 97:5 97:6 97-8 101:0 102-9 
Furniture, appliances and 
furnishings .. +. 56 94 93 96 101 101 
Hardware, etc. .. ae 10 86 87 91 103 100 
MISCELLANEOUS GOODS: 
Books, newspapers aA 16 92 92 98 106 121 
Medicines, toilet and 
cleaning items =, 26 96 Hil 97 101 108 
Other goods oo pe 17 97 92 98 105 107 
SERVICES AND TRANSPORT : 
Postage, telephones oe 6 98 99 100 109 136 
Entertainment .. mt 23 95 974 100 104 110 
Other services .. °.. 29 91 93 974 106 111 
Motoring and Bone ws 30 944 954 98 101 107 
Travel... ne 38 90 92 974 105 115 


a i 
* Consumption of group of index families in 1953-54 valued at prices of 
January, 1956 (expressed per 1,000 
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WEIGHTS AND PRICE INDEX NUMBERS FOR DIFFERENT GROUPS OF CONSUMERS 


Number in Enquiry 


Weights per 1,000: 


Bread, flour, etc. 

Meat and bacon 

Fish 

Butter, margarine, 
Qe, se 

Milk, cheese, eggs 

Tea, soft drinks, 
etc. oe: 

Sugar, etc. 

Vegetables 

Fruit ap 

Other food 


Total food 
Drink and tobacco 
Housing 


Coal and coke = 
Other fuel and 


light 
Total housing, fuel 
Clothing 


Furniture, etc. 
Hardware, etc. .. 


Books, newspapers 


Medicines, etc. .. 
Other goods 


Total other goods 


Postage, telephones 


Entertainment 

Other services 

Motoring and 
cycling. . 


One 


Pensioner families 


Two 


Index families 


Manual Clerical, 


person persons jemployees etc. 


461 


318 


61 
111 
15 


28 
70 


6,997 


54 
94 
9 


21 
5 


7 
42 
36 
20 
12 


All 
employees 

1,256 11,638 
42 52 
77 89 
8 9 
17 19 
52 53 
18 72) 
38 39 
29 33 
22 19 
12 15 
315 350 
117 151 
107 87 
25 28 
27 27 
159 142 
109 106 
74 56 
12 10 
16 16 
26 26 
19 17 
256 231 
8 6 
20 23 
33 29 
47 30 


High 
income 
families 


460 
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APPENDIX I—continued 


Pensioner families Index families 
One Two | Manual Clerical High 
person persons jemployees_ etc. All income 
employees families 
Number in Enquiry 461 318 6,997 1,256 11,638 460 
Travel .. As 20 ppp 38 45 38 Dy) 
Total services and 
transport. . a 80 64 115 153 126 249 
Price index, all items 
Jan. 1956=100 
October 1953.. 90-1 91:0 92:1 92:2 yk) || “Css 
1954.. 93:0 93-7 94-2 94-1 94-2 | 94-4 
1955.. 98-5 98-7 98-6 98-4 98-6 | 98-4 


195 Geel O2SO O27 LOZ Gm 10227 ee O22 |e LO320 
PBY/5o |) MUSA. | Wore) LOG 2S O72 OJ a | RO 7a6 


* Includes educational expenditure. 
Note.—Weights are based on consumption in 1953-54 (adjusted), valued 
at prices of January, 1956. 
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Behaviourist Cardinalism in Utility Theory’ 
By TAPAS MAJUMDAR 


I 


There is one tacit assumption underlying the usual variants of 
ordinal-utility theory that any situation appearing as an alternative 
end confronting the individual is to be regarded as a “ sure prospect ” 
In other words, it is assumed that no element of uncertainty enters 
into the individual’s prospect of gaining a stated end. Granting this 
simplifying assumption, we are more or less able to dispose of the 
cardinalist claim to absolute measurability of utility. Neither in 
formulating a general demand theorem, nor from any other operation- 
ally significant consideration is it necessary to admit the cardinalist 
hypothesis in utility theory.?. Whether, as has frequently been claimed, 
we have to qualify or even abandon this conclusion in the presence 
of uncertainty, is a question which occupies our attention in the present 
paper.® 

It is easy enough to see that any type of utility theory would be 
futile in the presence of pure (complete) uncertainty. So long as un- 
certainty could be ruled out, it would be axiomatic both in ordinalist 
and in cardinalist theory that a larger amount of the same commodity 
is necessarily preferred to a smaller amount. This is the basic axiom 
of rational choice without which neither the cardinalist nor the ordinalist 
could build up a workable utility theory. And it is this axiom which 
breaks down with the introduction of pure uncertainty: it can no longer 
be regarded as obviously rational, for example, that two birds (in the 
bush) should be preferred to one (in hand). 

What is true of pure uncertainty is also true of measurable risk 
at least as far as the ordinalist theory is concerned. There can be no 
ordinalist ground for retaining the rationality axiom in the form, say, 
“a more than SO per cent. chance of catching two birds in the bush is 
worth more than having one in hand’’. It has been the contention, 
however, of a large group of cardinalists in recent years that measurable 


1 The present paper forms part of a study undertaken at the London School 
of Economics under the supervision of Professor Lionel Robbins and Dr. George 
Morton. All responsibility for the views expressed in it is, of course, the author’s 
own. 

2 See, for example, J. R. Hicks, A Revision of Demand Theory, Clarendon Press, 
1956, ch. II, for an exposition of the usual ‘Occam’s razor’ argument implied here. 
The consideration, however, that cardinal theory necessarily obscures the precise 
distinction between the income-effect and the substitution-effect of a price change, 
thereby thwarting the formulation of a true demand theorem, would suggest that the 
case against cardinalism (at least in any of its operationally meaningful forms) 
is even more positive. 

®* For an extremely lucid (but somewhat different) exposition of the question, 
see S. A. Ozga, “‘ Measurable Utility and Probability: A Simplified Rendering ”, 
Economic Journal, September, 1956. 


26 


1958] BEHAVIOURIST CARDINALISM IN UTILITY THEORY 27 


risk, far from presenting an obstacle in the way of measuring utility, 
actually provides a method for the operational verification of a cardinal- 
utility hypothesis. This particular type of neo-cardinalist revival has 
drawn its inspiration largely from the work of Oskar Morgenstern and 
J. von Neumann,' though it is to Milton Friedman and L. J. Savage? 
that the presentation of the theoretical issue is mainly due.. The present 
paper is devoted to an examination of the Morgenstern-Neumann 
type of utility theory in the context of situations involving measurable 
risk. 


Il 


It is necessary first of all to emphasise that the cardinalists following 
Morgenstern and Neumann have an important thing in common with 
the ordinalists like Samuelson and Little: they share the same 
behaviourist methodology. Thus ‘ utility’ is defined by the former, 
as by the latter, in terms of actually observed behaviour. But what 
distinguishes the Morgenstern-Neumann type of definition is that it 
is statistical, so that utility is inferred from a number of observations 
and not from a single act of choice.® 

It is possible to define preference in statistical terms both in a ‘ strong’ 
and a ‘ weak’ sense. If the individual is observed always to choose 
a situation, say, P, rather than a situation, say, J, regardless of the number 
of observations made, then P may be defined to be preferred to J in a 
strong sense. Thus we may consider a set of situations such as P 
each of which is ‘strongly’ preferred to 7. Similarly if the individual 
is always found to choose the situation / rather than, say, a situation R, 


1 Theory of Games and Economic Behaviour, p. 18. 

2 “ Utility Analysis of Choices Involving Risk’, Journal of Political Economy, 
1948; ‘“‘ The Expected Utility Hypothesis and the Measurability of Utility ”, Journal 
of Political Economy, 1952. 

3 It would be only fair to add that Mr. Little himself feels quite unencumbered 
by questions of methodology, which, he is quite convinced, do not exist in Economics! 
(See I. M. D. Little, A Critique of Welfare Economics, Clarendon Press, Second 
Edition, p. 1.) 

The exact methodological dilemma in utility theory is however, easily seen. 
Suppose that we wished to formulate the utility hypothesis so that (a) it would include 
the concept of ‘ indifference ’, i.e., allow for ‘ weak ’ ordering of alternative situations; 
(b) it would be based on the principle of single-event two-term consistency: so 
that if A is found to be preferred to Bin any one situation, it is defined to be preferred 
to B for all situations; and (c) it would be defined entirely in terms of actually 
observed behaviour (in other words, the definition of utility would be econometric). 
It would be obvious that we may choose any two of the three elements to constitute 
the foundations of utility theory; but we may not choose all three at the same 
time! 

Thus (a, b) gives us the usual Hicksian hypothesis: indifference-preference, two- 
term consistency, but not econometric definition ; because ‘ indifference’ cannot 
be expressed through any single act of choice. And (b, c) would be the method of 
Samuelson and Little, necessarily ruling out ‘ indifference’. Finally we may have (c, a) 
which would yield the statistical Morgenstern-Neumann type of theory admitting 
the concept of ‘ indifference’ at the expense of the requirement of ‘ single-event 
two-term consistency’. Incidentally, the recent Hicksian ‘ Revision’ of demand 
theory appears to be based on a complete lack of appreciation of this basic 
methodological ‘ tragedy ’! (See Revision of Demand Theory, Part I. Foundations.) 
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then we may say that J is ‘strongly’ preferred to R. And so we 
may consider a set of situations such as R, each of which will always 
be rejected when compared to J. Now, between the situations belong- 
ing to set P (in the presence of which J is never chosen), and the situations 
belonging to set R (in the presence of which J is never rejected), may 
be conceived a set of situations in which the frequency of choosing 
(or rejecting) J rather than any belonging to that set would lie between 
zero and hundred per cent. 


100% —+ Strong preference 


—>Strong inditference 


50% 


Frequency of choice 
(rather than I) 


Strong rejection 
—> 


Diagram showing statistical definitions of indifference—preference with respect tol 


When a situation belonging to the intermediate set is presented as 
an alternative to J, we can no longer predict the individual’s choice for 
any single occasion. We may say that the individual is in a state of 
indifference (to be understood in a ‘ weak’ sense here) between J and 
any member of the intermediate set. Or alternatively, we may define 
any situation P’ (say) to be preferred to I in a weak sense, if over a 
number of observations the individual is clearly found to be choosing P’ 
more frequently than J. Similarly, we may have R’ (say) to which 
I is preferred in a weak sense. Finally we may conceive of such a 
situation as I’, which when presented as an alternative to J is chosen 
quite as frequently as Jis. We may define J’ to be in a state of strong 
indifference with J. 

Let us consider some of the immediate implications of the statistical 
approach towards the definition of preference and indifference. In 
the first place, if the individual is found to take, say, X rather than Y 
in any one single instance and Y rather than X in another, then we 
must first decide whether the statistical evidence refers (a) simply to 
a change in the individual’s scale of preferences or (b) to the absence of 
strong preference (and therefore the existence of weak preference or 
indifference) between X¥ and Y. A moment’s reflection would show 
that no answer to this question may be offered which can satisfy the 
behaviourist criterion of meaningfulness. No amount of observation 
can refute or verify the hypothesis that the individual’s preference 
pattern has not itself undergone a change during the process of observa- 
tion! And surely, without some such hypothesis the description of 
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an observed frequency of choice as “ preference ’”’ or “‘ indifference ”’ 
sounds illegitimate. The behaviourist theory, therefore, cannot 
claim for itself (as it certainly does) the right of predicting individual 
behaviour without flouting its own rule of admissibility of hypotheses ! 
This curious concession to the introspectionist (hypothetico-deductive) 
method however, it must in fairness be admitted, manages to save 
“ positive”? economics from complete barrenness. 

Granting (however inconsistently) that it is possible to decide whether 
a change in the scale of preferences has (or rather, has not) taken place 
without having to introduce a fresh non-operational hypothesis, the 
statistical definitions of preference and indifference are still not com- 
pletely free from ambiguity. Faced with two contradictory single 
instances and assuming that preferences have not changed, we still 
must decide whether the evidence refers to (a) a relation of weak prefer- 
ence or (b) one of indifference. With only two observations to go upon, 
the question clearly must remain undecided. Even when there can be 
more than two observations, we may interpret ‘preference’ and | 
‘ indifference ’ operationally only on the basis of a procedural resolution, 
because how many observations constitute the right sample must 
necessarily be somewhat arbitrarily decided. We shall presently see 
that the problem of choosing the right size of the sample is inextricably 
connected with the more familiar question of two-term consistency. 

The emergence of weak preference or statistical indifference at once 
raises the question: what happens now to the requirement of two-term 
consistency? Obviously it would no longer do to say that a person 
choosing X rather than Y in one single instance while choosing Y rather 
than X in another, is behaving inconsistently. But surely without an 
operationally meaningful definition of consistent behaviour on the 
basis of which predictions can be tested, the behaviourist theory loses 
all content? It can be shown that the question “ what constitutes 
consistent behaviour?’ cannot be answered in statistical terms except 
in the context of our question “ what is the minimum size of the sample 
on which the preference hypothesis can be based?’”’. A simple illustra- 
tion would perhaps be useful in bringing out the vital relationship 
between the two questions. Let us suppose that an individual is 
observed to exercise his choice between two alternatives X and Y, 
and that the following observations are made: X is chosen in the first 
and the third instances; Y is chosen in the second, the fourth and the 
fifth. Clearly on the basis of the first three observations X is found 
preferred to Y; on the basis of the first four the relation between X 
and Y appears to be one of indifference; on the basis of all five Y is 
found preferred to X¥. Had we been invited to predict this individual’s 
behaviour over a large number of cases from the first three, four, and 
five observations respectively, what justification in each case should 
we have in making a forecast? Conceivably none, excepting the hypo- 
thesis that ‘the individual would behave on the whole consistently with 
his so-far-revealed preference. But what if the individual does behave 
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inconsistently with his so-far-revealed preference? Is he to be pro- 
nounced inconsistent by the behaviourist? By no means; for he is 
now discovered to have been behaving perfectly consistently with 
his now-revealed preference! So long as consistency is defined relatively 
to the totality of observations made, its definition remains necessarily 
circular. Unless, therefore, a somewhat arbitrary procedural restric- 
tion (determined by sampling theory) is imposed upon its meaning, 
no man can be found inconsistent ex post though the best of forecasts 
goes wrong. 


Ul 


The assumption of a weak but consistent preference (indifference) 
relation between two objects is capable of rational explanation on the 
basis of either (or both) of two possible hypotheses. According to the 
first, the individual is taken to be quite unable to discern confidently 
between the two objects concerned: he can show his preference 
(or indifference) only with hesitation ; he therefore occasionally chooses 
even the less desirable alternative (perhaps just to make sure). This 
hypothesis does not imply that the objects of choice before the individual 
are themselves uncertain; it is only that the distinction between them 
from the point of view of the individual’s welfare is not clearly discernible 
to him. 

According to the second hypothesis weak preference would imply 
that the individual does not regard the two objects (or at least one of the 
two) concerned as “sure prospects’’. This would mean that the in- 
dividual has to choose between a given probability of having (i.e., a 
certain risk of not having) one object and a different probability of hav- 
ing (ie., a different risk of not having) another. The hypothesis 
would not imply that the individual cannot discern confidently between 
two sure prospects, which would be the case under the first hypothesis. 
We have argued elsewhere! how the former hypothesis leads logically 
to the introspective marginal preference theory of W. E. Armstrong 
which provides the non-behaviourist account of the cardinalist revival ; 
it is the latter which forms the basis of the behaviourist cardinalist 
theory. 

It must be made clear however that the rational “ explanation ”’ 
of weak preference forms no part of behaviourist theory in an opera- 
tional sense. It is enough for the purpose of an operationalist to be 
able to hold that individuals behaved as if consistent weak preference 
existed. Similarly it is possible to add a second “ explanatory assump- 
tion’ in the next stage of the behaviourist argument which may help 
us understand why the individual should be expected to behave according 
to the behaviourist hypothesis, viz., that he always chooses that prospect 
of which the statistically expected value is the maximum. Needless 
to emphasise that the behaviourist argument is again satisfied if the 


1 “ Armstrong and the Utility Controversy ’’, Oxford Economic Papers, February, 
1957. 
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individual is observed to behave so as to confirm the hypothesis. 
But since it should help us to place the behaviourist argument in its 
proper perspective, we must briefly note the nature of the possible 
“explanation ’’ behind the statistically-expected-utility-maximization 
hypothesis. 

If the existence of risk provides the explanation of the phenomenon 
of weak preference, which means that the frequency of choice is less 
than hundred per cent, it is not unreasonable to expect that other things 
being equal, the frequency of choice would vary (inversely) with the 
degree of risk involved. Or in other words, given the degree of risk 
and other things, the frequency of choice should be invariant. Now, 
if we could add that given the degree of risk, the frequency of choice 
varies with the intensity of preference, then this frequency could surely 
serve as a measure of relative preference under conditions of known 
"risk. 

But when we assume that under conditions of measurable risk the 
individual expresses his relative preferences in terms of the frequency of 
his choices, then we are also assuming something else; because we 
can expect the individual to express his preferences statistically and 
rationally only if he has reasons to believe that he would have to take 
the same choice decisions an indefinitely large number of times. Given 
this assumption, no wonder that the consumer should be expected to 
evaluate his ‘prospects’ in times of statistical probability and judged 
over a large number of cases appear to act as if he is maximising the 
statistically expected value of his ‘ utility’; which precisely is our neo- 
cardinalist utility hypothesis. 


IV 


A cardinal-utility index is simply derived from the neo-cardinalist 
hypothesis thus. Suppose that the individual is faced with three 
alternatives X¥, Y and Z. Suppose also that in the absence of risk, 
the individual prefers ¥ to Y; Y to Z; and therefore XY to Z. Let 
us now introduce a probability p (say,=-6) in the prospect of X, 
associated with a probability of (1-p) of Z. Suppose that the individual 
is observed to prefer the prospect X(,_.6, Z (1 -p —.4) to the certainty of 
Y. Let us now reduce the value of ‘p’ and so manipulate it as 
eventually to arrive at the appropriate value (say, -5) for which the 
individual is found to be indifferent between the prospect X, Z and 
Y. Given the utility hypothesis, the individual evaluates his prospects 
statistically and equates, 

p:u(X) + (1-p)-u'(Z) = u' (YX) 
when u(X), u(Z) and u’’(Y) represent the individual’s utility levels 
associated with X, Z and Y respectively. If we now fix the arbitrary 


1 It is interesting, and somewhat reassuring, to note that the plain behaviourist 
attitude to “ explanations ’’ does not find favour at least with Marschak, one of the 
important exponents of the ‘* measurable-utility ’ school. See, for example, his 
“Rational Behaviour, Uncertain Prospects and Measurable Utility ’, Econometrica, 
1950. 
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origin at Z (the value of the utility function being=o at Z), and so 

choose our scale that the value of the utility function at Y =1, we find 
pu(X) = 1 

Remembering that the relevant value for ‘ p’ was =-5, we get the value 

of the utility function at X to be = 2. 

Thus the utility function is found to be measurable except for the 
arbitrary origin and scale; it is measurable, in other words, up to 
a linear transformation. This implies a higher degree of measurability 
of utility than is normally assumed by the ordinalist. (Ordinal measur- 
ability is usually assumed to be measurability only up to a monotonic 
transformation.) 

The utility index worked out above can specify not only the signs 
of first differences (i.e., state the relative preferences), which is all that 
a monotonic transformation can retain, but also the signs of second 
differences (i.e., order the relative preferences themselves). If the 
individual is known to prefer A, B, C, D etc., in that order and no 
other information is available, the implied utility index is known to 
be unique only up to a monotonic transformation. If it is also known, 
say, that the individual prefers A to B more than he prefers B to C; 
prefers B to C more (or less) than he prefers C to D and so on, then 
the implied utility index is known to be unique up to a linear transforma- 
tion. In the first case only A, B, C, D etc., could be ordered. In the 
second case we can also order the relative preferences of A over B; 
Bover C; Cover Detc. But we arrive at no absolute and additive 
quantities in the second case any more than we did in the first.+ 

If the ordinal measurability of a change in welfare (i.e., of marginal 
utility, if so defined) is all that the cardinalists have meant all along 
by a cardinal measurability of welfare (or utility), then the above 
index no doubt measures utility cardinally. But how many ordinalists 
would bother to deny that the sign(s) of second differences may be known 
from an index obtained under “ ideal’’ conditions ?* How many 
cardinalists would agree that this was all that their ‘ cardinalism’ 
boiled down to? True, the Morgenstern-Neumann utility index is em- 
pirically more restrictive than one which is unique only for monotone 
transformations. But surely that does not make it either (a) a quantita- 
tive index or even (b) an index which would be more generally useful ? 

It is important to bear in mind that the Morgenstern-Neumann 
index is supposed to be meaningful on/y under conditions of measurable 
risk. It does not seek to replace the ordinal-utility index under any 
other conditions. Therefore, even if it were valid and useful, its 
applicability would be limited. How severely limited indeed it would 
be, even under those ‘ ideal’ conditions which are the operationalist’s 
constant resort, it is necessary for us now to realise. 

1 Cf. A. A. Alchian, “* The Meaning of Utility Measurement ”’, American Economic 
Review, vol. XLII, 1953. 


® Cf. Lionel Robbins, * Robertson on Utility and Scope ’’, Economica, May, 1953 
p. 104. 
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To have a situation in which the individual would ideally proceed 
in the neo-cardinalist manner in the choice of an object, say X, it is 
necessary in the first place to assume that the object itself is quantita- 
tively measurable. Therefore, our X cannot be (a) an alternative 
* social’ policy (preferring nationalisation to price control; education 
to defence; Jones to Smith as cricket captain); or (b) an “ indivisible’ 
alternative (preferring The Manchester Guardian to The Times). 
In the second place we have to assume that decisions involving the 
choice of X are observed to be taken in large numbers so that the chance 
of having X can be statistically calculated. The list of objects to be 
excluded from being ‘ X’ on account of this assumption is likely to 
be so overwhelmingly large that we are almost tempted to invite the 
reader to include any ‘real’ item of consumption in his black list! 
In the third place, we assume that the statistically calculated risk is 
known to the individual. We need offer no comment on this rather 
convenient assumption except that it is certainly not obviously plausible. 
And finally, we make the crucial assumption that this knowledge of 
the statistical risk is relevant information for the individual, which 
it would be only if the individual himself is expecting to take the decision 
of choosing X a large number of times. How many decisions, even 
under the ideal conditions, can satisfy this last requirement ? 

What then are we finally left with, which can conceivably qualify 
for being ‘ X’, the ideal Morgenstern-Neumann object? What object 
could it be that was at the same time, (a) itself quantifiable; (b) observed 
to have been chosen in large numbers; (c) having its ‘ risk-co-efficient ’ 
attached to it as a tag for the consumer to see and also (d) expected to 
be offered to the same consumer a sufficiently large number of times 
so that the ‘ risk-tag’ would provide him with a genuinely useful guide 
to rational behaviour ?1 

The object, we venture to say, which does satisfy more or less all 
the different conditions and thereby reasonably qualify for being the 
Morgenstern-Neumann ‘ X’ almost suggests itself: the ideal ‘ X’ 
would be a simply calculable money-prize in a controlled game of chance. 
Little wonder, therefore, that the celebrated Mosteller-Nogee “ experi- 
mental verification ’’ of the cardinal-utility index should happen to be 
a study of behaviour of men playing suitably simplified dice-and-poker 


games !? 
London School of Economics. 


1 It is rather baffling that these considerations do not weigh too heavily on the 
neo-cardinalist’s conscience and we continue to be assured of the richer ‘* empiric 
content’ of the Morgenstern-Neumann index! Cf. Friedman & Savage, “ The 
Expected Utility Hypothesis and the Measurability of Utility ’, Journal of Political 
Economy, 1952. 

2 F. Mosteller and P. Nogee, “An Experimental Measurement of Utility ’’, 
Journal of Political Economy, October, 1951. 
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The Theory of the Economic Effects of Government 
Expenditure in English Classical Political Economy’ 


By B. A. Corry 


One of the main consequences of the supremacy of classical orthodoxy 
in the controversy concerning the possibility of general overproduction 
(‘* general glut ’’),2 was the suppression of any attempt to regard govern- 
ment expenditure as a conceivable “ offset ” to a failure of private spend- 
ing. Although it is clear that by 1850 most Keynesian elements had 
been purged from official economic teaching, victory did not come 
easily. It was Lord Keynes himself who reminded us of Malthus’s 
contribution, and since then students of the history of economic 
doctrine—abandoning their old love, “ originators of the quantity 
theory ”—have diligently sought out other “early Keynesians’’.® 

It is the purpose of this article to examine the application of the 
theoretical principles involved in this general debate to a specific 
controversy—namely, the alleged economic effects of government 
spending. Thereby it is hoped to shed some additional light on the 
reasons why the unorthodox writers, referred to above, failed to make 
any considerable breach in the structure of classical macro-economics. 

The writers dealt with here are only those who explicitly analysed 
the effects of government spending; this means that certain of the 
“unorthodox ’”’ contributors—Chalmers, Rooke and Lalor e.g.— 
have had to be excluded even though their theoretical insight may 
ultimately have been more profound than those writers considered 
below. 

It should also be emphasised that for reasons of space we are here 
only dealing with the broad theoretical issues, we shall hence not discuss 
the problem of the form of government receipts and payments (this 
means e.g. that we do not consider the controversy over the “* Sinking 
Fund”), nor do we analyse the large pamphlet literature concerned 
with the different types of public works programmes.‘ 

1 The author is indebted to Professor Robbins for much invaluable advice and 
criticism. 

2 This controversy is normally thought of in terms of Ricardo versus Malthus; 
although this is perhaps the “‘ highlight ” of it, it should be pointed out that most 
of the arguments there advanced had been stated earlier by such writers as Lauderdale 
and William Spence. 

3 Keynes was not the first to notice this aspect of Malthus’s economics: as early 
as 1851 John Lalor had remarked, ** Malthus, I conceive, has higher claims to a 
place i in economic history than those derived from his celebrated theory of popula- 
tion” 

2 Some of this literature has a startling modern ring about it: for example, Richard 
Preston in his Further Observations on the State of the Nation (reprinted in the 
Pamphleteer, No. XVI, Vol. LX) suggests the formation of a ** National Road through 


the British Empire”; this would have a multiplier effect whereby the “ money 
expended in each part of the country would give activity to the manufacturing trade 
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Suggestions that government spending might increase the level of 
economic activity go back, of course, far beyond the nineteenth 
century; we may think, for example, of writers such as Petty! and 
Berkeley.2 It is convenient however to regard the nineteenth century 
writings as a new phase in this literature, for faced with a new orthodoxy 
in the form of the Smithian edifice it was necessary for the undercon- 
sumptionist advocates (who would clearly tend to favour government 
spending) to argue for the first time against a logical coherent system. 

Our discussion begins with Lauderdale. Certain views in his 
Inquiry into the Nature and Origin of Public Wealth, and into the Means 
and Causes of Its Increase, 1804, set the tone for future works in this 
field. His main worry is the possibility of overutilisation of resources 
in investment goods industries. It is not that potential saving may 
not materialise as actual investment which creates the difficulty, but 
rather that, given that savings are automatically invested, there must 
be a “correct” capital-income ratio.t To go beyond this ratio was, 
for the individual, ‘‘ detrimental to himself’’, and for society “it is 
still more disadvantageous, because it diverts the channel of its indus- 
try from a path, in which it must be useful, to a path in which, unless 
there is either an acquisition of territory, or, a discovery of new means of 
supplanting or performing labour by capital, it is useless to mankind ”’.5 

According to Lauderdale there was no automatic mechanism operat- 
ing within the economic system to ensure that the correct saving- 
output ratio was attained. Consequently it was possible, so he believed, 
for oversaving to lead via a falling rate of profit, to overproduction and 
a general glut in the economy. Given this state of affairs it was clearly 
possible for Lauderdale to suggest that government spending might 
be used to absorb the excess capacity existing in the economy. He 
claims that if ‘‘ £15,000,000 a-year extraordinary were levied by the 
Government from the revenue of its subjects, to defray the charge of 
warfare or any other extraordinary expenditure; as this money would 
be expended in articles of consumption, as fast as assumed, the expense 
of the Government would effectually counteract the effects of the parsi- 
mony it renders necessary, and creates in the subject’. And, of course, 


of that district ’’ and also ‘‘ the surplus labourers of each district might be engaged 
on the part in the immediate vicinity of their habitation without assembling too 
many persons into one district or at one place, and thus producing riots ”’. 

1 Sir William Petty, Treatise of Taxes and Contributions, 1662. 

2 Bishop Berkeley, The Querist, 1735. 

3 The Inquiry is his magnum opus; he did, however, write several tracts on the 
Sinking Fund which are important in this connection; perhaps the best of these is 
The Sinking Fund, or the System which Recommends Levying Five Millions by Taxation 
for the Redemption of the Public Debt. Printed privately, 1822. In the field of 
monetary economics Lauderdale was a strong Bullionist and this contrasted most 
vividly with his real output theory; cf. his Thoughts on the Alarming State of the 
Circulation, and on the Means of Redressing the Pecuniary Grievances in Ireland, 


805. 
« Correct” in the sense of preventing cyclical fluctuation. 
5 Ibid., p. 216. 6 Ibid., pp. 244-45, 
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although total expenditure would remain constant—at least in the 
short run—the effect of the government spending would be to lower 
the saving-income ratio. 

Lauderdale concludes his analysis with a most prophetic utterance. 
‘** Those . . . who have the management of the Public Treasury on the 
return of peace”’, he advised, “‘ must be careful, on the one hand, lest, 
from the abstraction of demand to the amount of six millions, the price 
of commodities be reduced to such a degree as to discourage re- 
production; they must be cautious not to mistake, for the effects of 
abundance, that which in reality may be only the effect of failure of 
demand’? + 

The next writer to be considered—William Spence—is important 
not so much for his own contributions, but rather for the two famous 
replies that his work elicited. His Britain Independent of Commerce, 
1807,2 was answered by Robert Torrens in The Economists Refuted, 
1808,? and by James Mill in his Commerce Defended, 1808.4 

Spence’s book is a strange assortment of Physiocratic dogma, crude 
underconsumptionist theory,® and a modicum of genuine insight into 
the workings of the economic mechanism. His main purpose, as the 
ponderous title suggests, was to show that England could survive without 
any ill effects the Code Napoléon, thus any theorising which emerged 
was essentially subservient to this primary end. His analysis proceeds 
by way of a fourfold division of the economy into (a) landowners, (b) 
cultivators, (c) manufacturers and (d) an unproductive group; and the 
sequence of events—or the circular flow of income—was as follows : the 
focal point of the system was given by the income of group (a), this 
provided the dynamic without which the economy could not function, 
and this income was made up of rent payments from group (b), whilst 
its disbursement to groups (c) and (d) provided their income and enabled 
them to pay for agricultural produce from group (b) : thus the circle 
could be finally completed by group (b) paying rent. 

Now Spence argued that it was essential for equilibrium that group 
(a) spent the whole of their receipts immediately, and that all saving, 
whether in the form of hoards or loans, would constitute a leakage from 
the income stream. “It is clear”’, he states, “‘ that expenditure, not 
parsimony, is the province of the class of landed proprietors, and that 


1 Ibid., pp. 263-64. Italics original. 

2 Full title: Britain Independent of Commerce; or, Proofs Deduced from an Investi- 
gation into the true Causes of the Wealth of Nations, that our Riches, Prosperity, 
and Power, are derived from sources inherent in ourselves, and would not be affected, 
even though our Commerce were annihilated. 

® Full title: The Economists Refuted; or, An Inquiry into the Nature and Extent 
of the Advantages Derived from Trade: and an Appendix, Discussing the Policy of 
Prohibiting Corn in the Distilleries. 

“ Full title: Commerce Defended: an Answer to the Arguments by which Mr. 
Spence, Mr. Cobbett and Others have Attempted to Prove that Commerce is not a 
Source of National Wealth. 

5 There is an important historical link between Physiocracy and underconsump- 
tion; on this facet, cf. the excellent article by R. L. Meek, ** Physiocracy and Early 
Theories of Underconsumption ”, Economica, 1950. 
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it is upon the due performance of this duty by the class in question, that 
the production of national wealth depends ”’.1 

Spence is using here the same line of reasoning as Lauderdale; it 
is not that savings are not spent that causes the trouble, but that they 
add to the stock of capital equipment and hence upset the capital- 
output ratio. “‘Let it not be urged’, he comments on. this point, 
“that as this supposed sum would not be hoarded .. . but would be lent 
on interest: it would still be employed in circulation, and would still 
give employment to manufacturers. It should be considered that money 
borrowed on interest, is destined, not for expenditure, but to be 
employed as capital; that the very circumstance of lessening expendi- 
ture, decreases the means of the profitable employment of capital, 
and, consequently, that the employment of the sum alluded to as capital, 
would in no degree diminish the hardships of those who have been 
deprived of the revenue derived from its expenditure.”’? 

The logic of all this was that there were times when governmental 
expenditure would have beneficial effects on the economy. 

Robert Torrens, in his reply to Spence, seemed to accept the possi- 
bility of a case for government spending. Arguing within the frame- 
work of Spence’s four-sector model, Torrens considers the effect of a 
decline in foreign trading; if the landed proprietors previously spent 
their incomes on imported manufactures, they must quickly find a source 
of home supply, otherwise ‘‘ while the land proprietor is acquiring new 
wants, and the manufacturer learning to supply them, a diminution 
takes place in the effectual demand for provisions; the value of the 
farmers’ produce is reduced, and the income that should purchase the 
home made luxuries ceases to exist’’.4 The problem then was to 
stabilise demand for if this could be achieved no “‘ stagnation or stress 
would be felt, except what might arise from the loss of the wealth which 
was formerly created by the foreign division of labour”. And he 
concluded that in ‘‘ countries where the important truths of political 
economy are understood, Government may in a greater measure obviate 
the indirect distress which an interruption of commerce occasions. 
For by affording a regulated and temporary relief to the unemployed 
manufacturer, it may render him an effectual demander of provisions, 
and thus prevent the diminution of the revenue of the land proprietor, 
until he acquires new desires, the gratification of which shall create 
a new demand for labour.’’® 


1 Spence, op. cit. (sixth edition), p. 36. 2 Ibid., pp. 30-31. 

3 Spence’s main argument—the Physiocratic one—that agriculture alone was a 
source of wealth was, of course, completely refuted by Torrens. 

4 Torrens, op. cit., p. 57. 5 Jbid., p. 58. 

® Jbid., p. 61. The first edition of The Economists Refuted is extremely rare. 
There is a copy in the Marshall Library, the copy normally used is that reprinted 
as an appendix to The Principles and Practical Operation of Sir Robert Peel’s Act of 
1844 Explained and Defended, 1857; but this is not simply a reprint as is often 
supposed, the 1808 edition has numerous minor differences and a chapter 6, ‘“‘ The 
Important Question of Peace or War”, which does not appear in the 1857 edition. 
In this additional chapter Torrens again refers to the possibility of governmental 
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James Mill’s reply is closely patterned upon The Wealth of Nations; 
this is an important point to note because it is often claimed that 
Commerce Defended contains the first English statement of Say’s Law: 
it seems to the present writer that the use of the latter term is so fraught 
with ambiguities as to proscribe its use;! what is clear however is that 
Mill’s main theoretical argument against Spence consists of a reiteration 
of Adam Smith’s “saving is spending” dictum. Mill assumed that 
a decision to save created an equivalent amount of ex post investment, 
thus it was never possible, given this assumption, to claim that saving 
could lead to a general glut or overproduction, for the investment which 
it created formed part of the aggregate demand and hence kept total 
spending constant. So that James Mill was able to state that “‘ the whole 
produce of the country will always be very completely consumed, 
whether his (i.e. Spence’s) landlords choose to spend or to accumu- 
late ’’.? 

This approach is comparable to Adam Smith’s “‘ what is annually 
saved is as regularly consumed as what is annually spent ’’, and as we 
shall see in a moment, sets the pattern for the defence utilised by Ricardo 
and John Stuart Mill. 

In the years following 1815 discussions of the effects of government 
spending became slightly more numerous although in total they still 
remained sparse; the simple facts of the post-war economy—depression 
and deflation—contrasted painfully with wartime prosperity and infla- 
tion, and inevitably suggested a correlation between high government 
spending and a buoyant economy. 

The first writer to be considered in this period is Malthus; it would 
be natural to assume that because of his great apprehensions concerning 
the stability of the economic mechanism, he would tend to be a strong 
advocate of government spending; why this was not the case needs some 
explaining. It is in the famous Book 2 of the Principles of Political 
Economy* that Malthus’s analysis of effective demand occurs. A 
position of less than full employment appears to him as the norm: 
“the actual wealth of all states with which we are acquainted ”’, he 
writes, “is very far short of their powers of production...”;5 the 


“ee 


intervention; should the Continental System cause a fall in manufacturers’ incomes, 
this would be offset, Torrens argued, by the increase of farm incomes via the rise 
in the price of wheat. But there was liable to be a lag before spending was restored 
therefore ‘‘ should the farmers before the new demand for labour has time to restore 
the value of produce, begin to be embarrassed for their rent, the government, 
instructed as to the course and nature of the disease, may proceed, with confidence, 
to apply the remedy ’’. Jbid., p 

1 For a good description of these ambiguities see Schumpeter, The History of 
Economic Analysis, pp. 615-25. There are vague hints of the impossibility of over- 
production in James Mill’s earlier work, An Essay on the Impolicy of a Bounty on the 
Exportation of Grain, 1804, 

2 James Mill, op. cit., p. 71. 

8 The Wealth of Nations (Cannan edition), Vol. I, p. 320. 

* Book 2, in fact, consists of only one chapter, which is headed ‘* On the Progress 
nee *. We have used the reprint (1936) of the second edition of the Principles 

5 Malthus, op. cit., p. 313, 
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primary reason for this condition he ascribes to “excessive” capital 
accumulation. This is not the same thing as “ oversaving” in the 
Keynesian sense for Malthus assumed the rough equality of saving and 
investment; ‘“‘ the increase of power and will to save’, he remarks, 
“must almost always be accompanied by a proportionate increase of 
capital”’.1 His fears then of overinvestment were a reiteration of 
Lauderdale’s position, although in a somewhat more temperate version, 
as the following quotation bears witness: 

“Tt is not... meant to be stated that parsimony, or even a temporary 
diminution of consumption is not often in the highest degree useful, 
and sometimes absolutely necessary to the progress of wealth... All 
that is contended for is, that no nation can possibly grow rich by an 
accumulation of capital, arising from such a permanent diminution of 
consumption; because such accumulation being beyond what is wanted 
in order to supply the effectual demand for produce, a part of it would 
very soon lose both its use and its value, and cease to possess the char- 
acter of wealth.’’? 

Since most government expenditure was, as the terminology of the 
day had it, “‘ unproductive”’, it obviously meant that the lessening 
of such demands had to play a large part in Malthus’s explanation of 
the post-war recession; the general point was simple enough: 

“Without a large expenditure on the part of the government, and 
a frequent conversion of capital into revenue, the great powers of pro- 
duction acquired by the capitalists, operating upon the diminished 
power of purchasing possessed by the owners of fixed incomes, could 
not fail to occasion a still greater glut of commodities than is felt at 
present’. .7S 

To put this in another way: the average propensity to consume of 
the government was higher than that of the income group from which 
government revenues were raised, hence a transfer backwards in the 
form of tax reduction meant a decline in the community’s average 
propensity toconsume. As Malthus commented: 

“Tf some of the principal governments concerned spent the taxes 
which they raised in a manner to create a greater and more certain 
demand for labour and commodities, particularly the former, than the 
present owners of them, and if this difference of expenditure be of a 
nature to last for some time, we cannot be surprised at the duration of 
the effects arising from the transition from war to peace.’ 

On the face of it, there would seem to be here a clear-cut case for 
government spending. Ricardo noted, for example, that if the asser- 
tions made by Malthus concerning the structure of effective demand were 
true: 

“We cannot do better than follow the advice of Mr. Malthus, and 
oblige the Government to supply the deficiency of the people.”’® 


: ae > De at ® Ibid., p. 326. % Ibid., p. 431. 
* Ibi 
. Works : David Ricardo (ed, P, Sraffa), Vol. 1—Notes on Malthus, p. 307, 
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But Malthus was no such advocate. His rejection of government 
spending as a solution arises on three counts. In the first place there was 
the general feeling that government spending meant a profligate system 
of sinecures with widespread bribery and corruption.! Secondly there 
was the intrusion into the basic argument of his population theories, 
and although it is true that Malthus had long since abandoned his 
belief in a minimum physiological standard as the determinant of 
population increase, it was none the less the case that he tended to 
assume that ‘“‘ public work” schemes would add to the population 
rather than improve living standards. In his evidence before the 
Select Committee on Emigration from The United Kingdom, 1827, this 
point is clearly made.2 In reply to a question about the effects of 
employing labour on public works schemes, he answers: “I think 
it relieves them for a short time, but leaves them afterwards in a con- 
dition worse than before’. And indeed he seems partially to accept 
the “‘ Treasury View ”’, for when asked: ‘‘ Would not the money expen- 
ded in employing it, be merely a transfer from one occupation and 
employment to another ?”’, he replies: ‘‘ It would chiefly, but perhaps 
not wholly ”’.4 

The third line of reasoning is, of course, connected with Malthus’s 
general position concerning the possibility of a deficiency of aggregate 
demand. Malthus tended to argue that no new investment would 
be profitable unless preceded by extra consumption: the spending from 
the new project would only be sufficient to cover wage costs, there would 
thus be no margin over for profits. Clearly this involves a denial of 
any multiplier effects, but given its acceptance it shows an additional 
reason for his objection to public works. It is this sort of reasoning 
which would seem to underly Malthus’s letter to Ricardo on the subject. 
As Mr. Sraffa points out in his comments on the letter, both Malthus 
and Ricardo arrived at the same conclusion regarding public works 
but for diametrically opposed reasons.® 

For our commentary on Malthus we have chosen the most obvious 
source, namely, Ricardo’s Notes on Malthus. It is not our purpose 
to forage over the whole of this territory, for it would take us a long 
way beyond the scope of this paper. Ricardo’s comments are concerned 
with the whole of the Principles, and even the part which concerns us 
more specifically is focussed on the general case and not the particular 
example. One or two points may, however, be noticed. 


1 It is important to note that it was sig aspect of government expenditure that 
the Radicals were most concerned with; Hume, for example, argued the “‘ necessity 
of Economy and Retrenchment in every department of the Public Expenditure ” 
(Parliamentary Debates, Vol. V, N.S., p. 1346). It is thus doubtful whether, even 
with greater theoretical support, the case for government spending could have 
been forced through. 

? Evidence of T. R. Malthus before the Select Committee on Emigration from the 
United yao 1827. Parliamentary Papers, 1827. Vol. V. 

3 Ibid., Q. 3281. * Ibid., Q. 3347. 

5p, Sraffa, “Malthus on Public Works ” , Economic Journal, Vol. LXV (1955). 

® Ricardo, op. cit., Vol. II. 
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In the first place, as we have already observed, Ricardo was perfectly 
willing to grant the need for government spending given that Malthus’s 
assumptions were correct. But what were these assumptions which 
seemed to provide such an inextricable gulf between the two writers ? 
Ricardo thought that the difference could be explained in these 
terms: 

“If the people entitled to consume will not consume the commodities 
produced, themselves, nor cause them to be consumed by others, with 
a view to reproduction : if, of the two things necessary to demand, the 
will and the power to purchase the will be wanting, and consequently 
a general stagnation of trade has ensued . . . then undoubtedly the cure 
which he hesitatingly recommends is a very proper one.””! 

But Ricardo denied that saving could ever involve a deficiency of 
demand. To prove this he utilised the “‘ saving is spending ”’ theorem: 

“* By accumulation of capital is meant an increase of consumption 
by productive labourers instead of by unproductive labourers. Con- 
sumption is as certain in one case as in the other, the difference is only 
in the quantity of productions returned.”’? Or again: 

“Mr. Malthus never appears to remember that to save is to spend, 
as surely, as what he exclusively calls spending.’’? 

There was thus no need within the Ricardian model to worry about 
the volume of unproductive consumption. An increase in their numbers 
could only mean a reduction in the future level of real income, or, as 
Ricardo put the matter: 

“* A body of unproductive labourers are just as necessary and as useful 
with a view to future production, as a fire, which should consume in the 
manufacturers warehouse the goods which those unproductive labourers 
would otherwise consume.”’4 

William Blake’s Observations on the Effects Produced by the Expendi- 
ture of Governments during the Restriction of Cash Payments, 1823, 
was the only work devoted solely to the topic under discussion in the 
period before 1850. The book, by an author known previously as a 
firm Bullionist,5 was greeted with dismay by the orthodox school. 
Ricardo, to whom McCulloch among others, turned for a correct 
appraisal of it, began his review of Blake in the following manner: 

“Mr. Blake is a gentleman whose reputation must be well known 
to our readers, he was the author of one of the few good pamphlets 
which were published on the bullion question in the year (1810). ... We 
opened his present publication with considerable interest, but although 
we saw the same marks of ability in the clearness of his statements we 
must confess we finished the perusal of his tract with regret and dis- 
appointment.”’® 


1 Jbid., p. 307. 2 Ibid., p. 327. 3 Ibid., p. 449. 

4 Ibid., p. 421. 

5 His most important work in this field was the Observations on the Principles 
which regulate the Course of Exchange and on the Present Depreciated State of the 
Currency, 1810. 

® Ricardo, op. cit., Vol. IV, p. 353. 
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Blake argued that the heavy government spending of the war years 
was sufficient, on its own, to account for the movements in the three 
key variables around which the discussion of the day centred; namely, 
the high price of gold bullion, the adverse exchange rates, and the 
internal price rise.1 His theoretical structure visualised a division of 
the economy into two main groups, (a) those who “* consume and repro- 
duce ”’, i.e., those who take part in investment activity, and (b) those 
who only consume. Now ceteris paribus, the greater the expenditure of 
group (b), the greater would be producer profits and incomes. In 
wartime, government expenditure had been a large item in (b), and if 
it were assumed that most of the funds came from incomes that would 
have normally been saved, then, as Blake put it, ‘‘ there would be little 
difficulty in accounting for the increase of prices during the war ”’.? 

This was, of course, the exact antithesis of the orthodox position; 
more usually, as Blake pointed out: 

** Political Economists have considered the expenditure of government 
to be derived from a fund that would have been equally a source of 
demand if it had been left in the hands of the public.’’* 

But Blake saw that the correct solution depended on the assumptions 
made about the level of employment. Suppose the government 
suddenly increased its expenditure, then if “‘ previously to this demand 
the productive powers of the country were exerted to the utmost, and 
there was no means of adding to the gross annual produce, then the 
Government could only be supplied with the commodities it required, 
at the expense of that fund which had before supplied the capitalists ”’.4 
However, the assumption of full employment was questionable; this 
Blake attempted to prove by a reductio ad absurdum; the use of funds 
for government consumption purposes was a transfer of “‘ capital in 
to revenue ’’—i.e. a process of net disinvestment. If this process had 
really continued throughout the war years, then the effect on real incomes 
would have been that of a disastrous fall, but instead these years had 
“witnessed the greatest activity in every department of industry, 
every symptom of increasing capital, increasing wages, and increasing 
population affording the strongest evidence of prosperity and wealth ”’.5 
Consequently Blake concluded that: “‘ It appears to me that the error 
lies in supposing, first, that the whole capital of the country is fully 
occupied; and secondly, that there is immediate employment for succes- 
sive accumulations of capital as it accrues from saving” .® 

The two reviews of Blake we shall consider are those by Ricardo and 
J. S. Mill. Ricardo’s comments, which are to be found in his Notes 
on Blake’s Observations, and in the Unfinished Review, have only been 
accessible since their publication in the Collected Works.? Mill’s review 
appeared anonymously in the Westminster Review for 1824. 


1 These phenomena had, of course, all but disappeared by 1815. 

2 Blake, op. cit., p. 44. ® Ibid., p. 44. 

* Ibid., p. 49. 5 Ibid., p. 54. ® Ibid., p. 54. 

x Ricans; op. cit., Vol. IV. See especially the editor’s remarks, pp. 325-6, 
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Much of Ricardo’s criticism is taken up with the alleged effects of 
government spending on the rate of exchange and the market price of 
gold; as far as the internal effects are concerned his main purpose was 
to show that government spending could not be regarded as an addi- 
tion to demand. Basically this involves the assumption os full employ- 
ment, as the following quotation illustrates: 

“But can Mr. Blake’s proposition, that with the same capital by 
means of increased exertion and industry, the increased quantity of 
commodities, required by Government, can be produced, without occa- 
sioning any diminished supply of commodities in any other quarter ? 
If industry be encouraged in one department it is discouraged in another. 
Wages are always advanced to the workmen before the commodity 
is produced—the means of employing workmen are not increased at 
any rate in the first instance. If more warlike stores be produced more 
capital must be employed in that line whether the same labourers do 
more work or new labourers are employed, for the very wages which 
pay them for their work constitute a part of the capital of the master. 
How is his capital to be augmented but at the expense of some other 
persons ?—how can the same identical commodities be paid to two 
persons at the same time for wages ? ’! 

But what of Blake’s argument that with full employment the transfer 
of capital into revenue would have involved a sharp fall in real wages ? 
In reply to the reductio ad absurdum argument Ricardo writes: 

“Who has ever supposed this? The author raises a phantom of 
the imagination and then demolishes it. There can be no doubt that 
a nation may make great inroads on its capital. In point of fact it 
never does, because public extravagance is made up by private frugality 
and savings.’’? 

On the question of idle resources, Ricardo argues that this must be 
the result of partial overproduction, so that, ““ how will the government 
expenditure procure a market for them ? How should they do it if 
the proprietors cannot ?’’§ 

Mill’s analysis, as one would expect, follows similar reasoning; 
written by a precocious teenager it is naturally somewhat brusque and 
doctrinaire. There is also a tendency to dismiss the allegations of 
economic distress as merely the “‘cant of the agriculturalists”’; this 
was in keeping with the tone of the Review—essentially an organ for 
the New Liberalism. He begins with a most succinct summary of Blake’s 
thesis which leaves us in no doubt as to his understanding of it: 

“The sum which was expended in the purchase of labour raised 
wages: and the increased funds thus placed at the command of the 
labourer, constituted in his hands an additional source of demand, 
which still further raised the prices of commodities. A strong stimulus 
was thus given to production, and a great extension to consumption. 
On the peace this stimulus ceased; the extra demand generated by the 


1 Jbid., Vol. IV, p. 356. This is from the Unfinished Review. 
 Ibid., Vol. IV, p. 339. ® Ibid., Vol. IV, p. 340. 
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war expenditure no longer had any existence; prices fell; producers were 
ruined; and the consequence was a great diminution of produc- 
tion.””4 

But Mill saw this as an argument compounded of two fallacious 
propositions: “first, that of supposing that expenditure, as contra- 
distinguished from saving, can by any possibility constitute an addi- 
tional source of demand: and secondly, that of conceiving that capital 
which being borrowed by government becomes a source of demand in 
its hands, would not have been equally a source of demand in the hands 
of those from whom it is taken’’.? 

Mill’s attack on Blake thus really consists of the same point made by 
his father against Spence, and,.as we have already mentioned, this is 
in its turn but a reiteration of the Wealth of Nations. This is the 
‘‘ saving is spending ”’ approach, which in J. S. Mill’s words may be 
stated as follows: 

** A mass of capital which is lent to government, and an equal mass 
which remains in the hands of the capitalist, are both consumed, and 
both, possibly, within the same space of time. The difference is, that 
the first, when consumed, leaves nothing behind it, the other, leaves in 
its place another capital not only equal but greater: for, having been 
productively consumed, it has been re-produced with a profit. Both, 
while the consumption is going on, are equally sources of demand: 
but no sooner is the one consumed, than the demand which it afforded 
ceases to exist: the other continues to afford a demand, which instead 
of diminishing, continually increases, as often as the capital is re- 
produced with a profit.” 

Blake’s theory of the mopping up of idle resources is labelled “* the 
fallacy of the universal glut ’”’,* and here J. S. Mill backs the counter- 
arguments already used, by bringing forward the identity of sales and 
purchases when viewed retrospectively—i.e. in an ex post sense. “* The 
demand of a country is made up of the demand of every individual in — 
the country. The supply of a country is the aggregate of the supply 
of every individual. If, therefore, it can be proved, that every person’s 
demand exactly equals his supply, it will be established that the demand 
of the whole country, and its supply, exactly balance one another.’’® 

The proof, which Mill considers “‘ possesses all the certainty of a 
mathematical demonstration ’’, is as follows: 

“When an individual comes to market, he brings with him a supply 
consisting of all the commodities which he has to dispose of. But he 
also brings with him a demand, of exactly the same amount. His 
only reason for wishing to sell is, that he may be enabled to buy. 
The means which he possesses of buying are measured by the quantity 
of commodities which he brings to sell. 

“‘ The same reasoning may be applied to a nation. The supply ofa 
nation consists of its commodities... . A nation, therefore, has always 


i Pee per Vol. II (1824), p. 38. 2 Ibid., pp. 38-39. * Ibid., p. 39, 
* Ibid., p. ® Ibid., p. 42. 
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a power of purchasing, equal in amount to the whole of the commodities 
which it has to sell.’””! 

We have no wish in this paper to enter the controversy concerning 
the “real” meaning of Say’s Law, but it may be noted that J. S. Mill’s 
main defence is the assumption that savings are automatically invested. 
He does use the identity of aggregate supply and demand—one of the 
many definitions of Say’s Law and often referred to as Walras’ Law— 
but it is not the main premise.? 

It is tempting to argue that in order to advance towards a correct 
appraisal of the economic effects of public spending, the basic step 
required is the use of an income or expenditure approach in the deter- 
mination of output and prices. Therefore, it will not be perhaps with- 
out interest if we examine briefly the work of two writers who seem to 
have explicitly adopted the expenditure approach. 

The two writers we shall consider are Thomas Tooke3—who is norm- 
ally thought to have given the first clear statement of the theory—and 
John Barton.* 

Tooke, however unorthodox in other respects, dealt with the subver- 
sive ideas of Blake and company in the strict classical manner: 

** The fallacy of this doctrine,” he assures us, is due to “ the supposi- 
tion that the money expended by the Government consists of funds 
distinct from and over and above any that before existed ; whereas... 
whether defrayed by immediate taxes to the whole amount, or by loan 
... it is nothing but a change in the mode of laying out the same sum 
of money’’.® 

Such a precise statement obviously involved a number of rigid 
assumptions; these Tooke supplied. Firstly it was necessary for the 


1 Ibid., p. 42. 

2 The identity approach was first stated in England by James Mill in his Commerce 
Defended, but once again it should be noted that this was not his main defence. On 
the whole subject of Say’s Law and its interpretation there is now a vast and rapidly 
growing literature; the reader is referred in particular to Schumpeter’s work already 
mentioned, and to: D. Patinkin, Money, Interest and Prices; W. J. Baumol and G. 
Becker, ‘‘ Classical Monetary Theory ”, Economica, 1952. It seems to the present 
writer that much of the confusion which surrounds this topic is based on a failure 
to distinguish two distinct points at issue: what J. B. Say in fact wrote and thought 
on the subject; and secondly, what part if any these ideas played in the structure of 
classical macro-economics. On the first point there is no one correct interpretation: 
Say was not a consistent writer and one is simply forced to take one’s pick. The 
essential feature of classical macro-economics is surely less ambiguous, it is the 
underlying assumption of an “‘ advances ” theory of capital (which focuses attention 
on the act of saving) plus the assumption that savings are automatically invested. 

3 See T. E. Gregory’s brilliant introduction to the 1928 reprint of Tooke’s History 
of Prices. , 

4 We are not suggesting that Tooke and Barton were the only writers to adopt 
this tool of analysis—there are numerous other examples of which John Rooke is 
perhaps the most important. We have chosen these two because of the widely 
differing diagnoses they managed to achieve. 

5 Thomas Tooke, A History of Prices and of the State of the Circulation from 1793 
to 1837 (1838), Vol. I, p. 92. Tooke had afforded the same sort of conclusion in his 
earlier book, Thoughts and Details on the High and Low Prices of the last Thirty Years 
(1823). J.S. Mill’s Westminster Review article on Blake seems to have been primarily 
a regurgitation of this work. 
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quantity of money to be assumed constant,! and secondly that “the 
habit of hoarding to any large extent is out of the question”. Hoarding, 
whether by governments or individuals, would lead to a decline in 
economic activity, but such an assumption, Tooke decided, “‘ was quite 
foreign to the practice of the times which are under consideration ”’.$ 

Nor would he admit of any fundamental differences in the analysis 
if the source of government funds were loans rather than taxation. 
Tax-financed expenditure was simply neutral in its effect whereas 
savings borrowed from the public would have been spent in any case, 
although it would tend to alter the long-run position. Loan-financed ex- 
penditure being utilised for consumption purposes involved a reduction 
in saving (investment) and thus a decrease of aggregate supply relative 
to aggregate demand. This lessening of supply constituted Tooke’s 
main explanation of the Napoleonic war period inflation. 

~ John Barton is mostly remembered for his pamphlet, Observations 
on the Circumstances which Influence the Conditions of the Labour- 
ing Classes of Society, 1817. This is the book which caused Ricardo 
to change his mind on the question of machinery and unemployment. 
However, a much more important statement of his ideas is to be found 
in his manuscript notebook,‘ and it is from this latter source that we 
have primarily drawn. 

His emphasis on the expenditure aspect of macro-economics may be 
judged by the following two quotations: 

** Dr. A. Smith and others have erred I think in representing trade as 
limited by the deficiency of capital—It is, I apprehend, in fact limited 
by the demand, or rather the want of demand for the goods . . .”5 

“* | apprehend that high prices, and an increase of circulating medium, 
are concomitant results of an increased expenditure.’’® 

For equilibrium in the economic system there was required “a 
certain equipoise . . . between capital and expenditure”’.? And Barton 
thought that there were stabilising factors to assure the restoration of 
the equilibrium position after any particular disturbance. In periods 
of “‘ excess capital’, which were characterised by ‘“‘a fall in the rate 
of interest, a reduction of the customary profits of trade, and perhaps 
a reduction in the prices of commodities ’’,® the equilibriating factors 
were a rise in real wages—which involved a switch from saving to 
consumption, and an expansion of foreign trade. 

Taking the other extreme—a period of “excess expenditure ”’— 
Barton characterised the situation as follows: 

“If the party of the spendthrifts should gain a majority in the nation, 
capital must continually become more valuable: The demand for all 
commodities and their prices would advance, the increase of demand 
for labour would act as a powerful stimulus to population. But the 

1 Tooke, op. cit., p. 93. 2 Ibid., p. 92—our italics. 3 Ibid., p. 92. 
a notebook is to be found in the British Library of Economics and Political 


5 Barton, eas [c. 1850], p. 95. ® Ibid., p. 97. 7 Ibid., p. 111. 
8 Jbid., p. 11 
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recompense of the labour would fall in consequence of the dearness 
of living.”? In this case the equilibriating factors were the fall in real 
wages and the swelling of profit margins, both tending to increase saving 
at the expense of consumption. 

From this analysis Barton is able to diagnose the post-1815 recession 
thus: 

“The National expenditure being diminished. The national capital 
required to be proportionally diminished—There was no longer pro- 
fitable employment for so large an amount of capital.’’? 

The analysis of the effects of government spending seemed to fit 
easily into this framework. “A profound expenditure on the part of 
government ’’, he argued, “ would be precisely similar in its effects to 
individual profusion”’.* This meant that at times when the capital- 
expenditure ratio was too high, “the cutting of canals, the making 
of roads, the enclosing, draining and marling of land . . . operate precisely 
like an increase of expenditure ”’.4 

To tie up this historical survey it seems possible to point to four main 
types of reasoning to account for the economic conditions of the war 
period. They are: 

(a) Explanations involving the assumption of unused resources, 

although not necessarily of the unemployment of labour. 


(b) The transfer of capital into revenue acting as an offset to the 
(inevitable!) declining rate of profit. 


(c) Forced saving: the process whereby the volume of accumula- 
tion and hence investment, was greater than it would otherwise 
have been, owing to a decline in aggregate real consumption. 
This mechanism involves lags between product prices and factor 
incomes somewhere in the system. 


(d) The “ transfer’ theory of government demand. This is clearly 
the prototype of what the twentieth century has termed the 
“Treasury View”. Government spending is merely a sub- 
stitute for what would otherwise have been undertaken by the 
private sector. 


1 Jbid., p. 81. 2 Ibid., p. 97. 3 Jbid., p. 81. 

4 Ibid., p. 111, see also note on page 110; those familiar with the Observations 
will perhaps detect a certain inconsistency between the presentation given there and 
the picture we have drawn above. That this is the case cannot be denied, and it is 
doubtful whether it can be explained by the fact that the notebook entries extend over 
a period of some years, for the quotations we have used all come from the period 
1816-17. The reasons for this are complex and cannot be gone into here, but it 
may be noted that by the end of his life Barton had swung round to accepting a 
“capital shortage ” theory of crises rather along the lines of Fullarton; in a letter 
to The Standard, dated 7 February, and printed in it on 10 February, 1846 (see 
cutting pasted on first used page of the notebook), he wrote: “‘Over-speculation— 
The attempt to carry into effect the scheme too mighty, or too many, for the means 
of the community. The conversion of circulating into fixed capital which, when con- 
fined within due limits, is most beneficial and salutary, becomes fatal when it is 
carried beyond a certain point. If the sum so invested within the year exceed the 
collective savings of the community—in other words, if it exceed the total surplus of 
national income over national expenditure—the inevitable consequence is a financial 
crisis.” 
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The orthodox classical position—which may roughly be equated to 
explanations (c) and (d)—was that, ceteris paribus, government spending 
meant a reduction in the community’s real income. Public expenditure 
for investment purposes only involved a “transfer”, but if used for 
consumption outlays led to a reduction in the “* wages fund ”’ or general 
stock available for investment. There was a slight tendency for this 
to be offset by ‘‘ forced saving’, but primarily the level of economic 
activity during the war was upheld by the increased frugality of the 
private sector. 

The unorthodox position—approximating to explanations (a) and 
(b)—was that government demand meant, ceteris paribus, that the level 
of economic activity was higher than it would otherwise have been. 
There were two main reasons for this—the bringing into use of previously 
unemployed resources, and the transfer of “‘ capital into revenue ”’. 

Now without going into the realism, or otherwise, of the assumptions 
underlying the two types of explanation, two general points which have 
bearing on the broader debate may be noticed. Firstly, even those 
writers such as Blake who did mention the existence of unused resources! 
gave no adequate theoretical account of the phenomenon. There is 
no investigation of how changes in the demand for or supply of money 
might cause a decline in aggregate purchasing power. Secondly, 
the main attack on classical macro-economics came in an attempt to 
question the “‘ natural”? harmony of the savings-income ratio. This 
assumed that savings were automatically invested and went on from 
there; hence it excluded the main “‘ Keynesian’ problem.? 


The Durham Colleges, The University of Durham. 


1 It is remarkable how little discussion there was in terms of the unemployment 
of labour. The notable exception to this stricture was, of course, Thomas Attwood, 
but his theoretical analysis does not warrant him being classified with the unorthodox. 

® It is not to be denied that this ratio is of fundamental importance in the analysis 
of secular problems; what we are concerned with, however, is the conditions for less 
than full employment equilibrium. 
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A Note on the Early History of Consumer’s Surplus’ 
By R. W. HOUGHTON 


It seems to be generally believed that there is little that is important 
or interesting in the development of the concept of consumer’s surplus. 
The accepted story is that a French engineer, Jules Dupuit, first pro- 
pounded the idea in 1844, but his work was forgotten so that only by 
Marshall’s independent rediscovery of the concept, which he named, 
was it saved from oblivion.2 In this note I attempt to show that 
this version is highly inaccurate. Dupuit undoubtedly discovered the 
important concept of a surplus utility or, as he called it, “ utilité 
relative’. Although his work was neglected in England it attracted 
considerable attention on the continent. The analysis of consumer’s 
surplus provided by the brilliant Austrian theorists, Auspitz and Lieben, 
which owed nothing to Marshall and which in some respects surpassed 
his work, but which has nevertheless been virtually ignored, was built 
directly on the foundations laid by Dupuit. It follows that consumer’s 
surplus is not a concept which can be attributed to Marshall as some- 
thing rather peculiarly his own. All that belongs exclusively to him 
is the name. 

Dupuit’s major articles on utility theory are available in the excellent 
Bernardi reprint of his works? and the first, and best known, has been 
translated into English.* It is interesting that Joseph Garnier, doyen 
of French economists in Dupuit’s day, who introduced the article 
which gives the Bernardi volume its title when it appeared in the Journal 
des Economistes (1853), apparently accepted Dupuit’s solutions to the 
problems he discussed.® 

Dupuit’s work on utility theory appears to have derived from his 
interest in a contemporary debate concerning the financing of public 


1 [ wish to acknowledge my indebtedness to Dr. A. W. Stonier for his help and 
encouragement. The paper was completed with the aid of a grant from the University 
of Sheffield Knoop Research Fund. 

2 Even Schumpeter in his History of Economic Analysis (Oxford, 1954), does not 
give much more than this superficial outline although he is full of praise for Dupuit’s 
contributions. 

3 De L’ Utilité et de sa Mesure (ed. Bernardi, Turin, La Riforma Sociale, 1933). 
Besides the 1844 article from Annales des Ponts et Chaussées, the volume contains, 
inter alia, a reply to Dupuit by his fellow engineer, Bordas, entitled: ““ De la Mesure 
de L’Utilité des Travaux Publics” and Dupuit’s 1844 article from Annales, ‘‘ De 
L’Influence des Péages sur L’Utilité des Voies de Communication,” in which he 
defends himself against Bordas and which contains a superb discussion of the theory 
of discrimination. 

« “ On the Measurement of Utility of Public Works ” (De la Mesure de L’Utilité 
des Travaux Publics), trans. R. H. Barback, International Economic Papers, No. 2 
(1952), pp. 83-110. be 

5 J. G. Garnier, note to Dupuit, “‘ De L’Utilité et de sa Mesure. De L’Utilité 
Publique,” Journal des Economistes, 36 (1853), pp. 1-27. The note is quoted by 
Bernardi, op. cit., p. 24. 
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enterprises.1_ What was required, he realised, was a measure of utility 
that could be used in judging the worth of public works. He saw 
that J. B. Say’s use of exchange value as a measure of utility was in- 
correct and pointed out that Say himself had advocated a method for 
determining whether public works were justified? which did not involve 
his own utility measure—but which was none the less quite wrong. Say’s 
errors he attributed to a disregard of Smith’s distinction between value- 
in-use and value-in-exchange. Dupuit, having a clear conception of the 
law of diminishing marginal utility, found no difficulty in the paradox 
of value. He pointed out that price cannot be relied upon to indicate 
total utility, which must be measured, albeit imperfectly, in terms of 
money. The total utility of an object may be estimated, he showed, 
by what a consumer would take to go without it, or (and he implied 
that this is the same thing) how much he would pay rather than go with- 
outit.2 The difference between this amount and the total price actually 
paid, which may be measured by the product of a finely graduated 
tax, Dupuit called utilité relative—it is of course Marshall’s consumer’s 
surplus. Dupuit discovered two “laws ” of demand: the one (to which 
we now recognise the Giffen exception), that as price falls the quantity 
purchased tends to increase; the other, that this increase is larger the 
lower the price at which the fall occurs. The second law was derived 
from the pyramidical structure of society: at each successive stage in 
a series of price reductions the demand of an ever larger class of con- 
sumers becomes effective. Dupuit therefore conceived the shape of 
the demand curve for a commodity to be typically that drawn in the 
diagram (Fig. 1).4 He used this diagram to illustrate “ utilité relative ” 
and to demonstrate some of his applications of the concept. He provided 
a complete theory of discrimination, illustrated copiously with examples 
from railway tariffs and other sources; he analysed appropriate pricing 
policies for a private and a public monopolist; and he showed, too, 
how discriminatory charging might make profitable an enterprise 
which, if it charged a single price for its product, would make losses. 
Another interesting application involves the Dupuit taxation theorem.® 


1 That his interest in economics was not merely a peripheral one is shown by the 
fact that about half of his 74 published writings deal with economic matters. Although 
I hope to deal with Dupuit’s work as a whole in another place, I cannot refrain from 
remarking here on the quality of his writings on economics. He had a beautifully 
clear style and this, conjoined with a wit that was keen but never bitter, makes him 
one of the most attractive of writers on the subject. It is wholly to be regretted that, 
often as his work is cited, it is evidently seldom read. 

2 This was to multiply output, or volume of traffic, by the diminution in costs. 

3 The two measures (in modern parlance, they are the equivalent and compensating 
variations) are, of course, equal if the marginal utility of money is constant through- 
out. Dupuit did not make this qualification and in not allowing for income effects 
was guilty of a failure to separate demand and utility curves. See below, p. 52. 

“ Solely for the convenience of following customary practice, I have reversed 
Dupuit’s axes. 

5 Tt seems to be widely believed that Dupuit was the earliest advocate of marginal 
(variable) cost pricing. In fact he did not recommend that, in general, tolls on 
publicly owned bridges should be abolished but that they should be imposed at the 
lowest rate which would yield sufficient revenue to cover total costs. Hotelling, 
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Assuming for the purpose a constant rate of decline in consumption as 
price rises, Dupuit showed that the loss of utility due to the imposition 
of a tax on a commodity is proportional to the square of the tax rate. 
It follows from this that it is better to spread indirect taxes over a large 
number of commodities than to concentrate outlay taxes on a few par- 
ticular goods. This is probably the first theoretical justification for 
a general sales tax. 
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The first to take up Dupuit’s challenge to orthodox theory was his 
fellow engineer, Bordas, who valiantly attempted a total defence of 
J. B. Say’s measure of the utility of public works.t_ Dupuit was most 
severe with this in his 1849 article, enjoying himself particularly at the 
expense of Bordas’ discussion of nuances in the meaning of the word 
utility.2 However, Bordas also raised some important objections to 
Dupuit’s own measure and in these he anticipated later writers such as 
Nicholson. Although he was willing to grant that the maximum 
sacrifice that would be made for a good has some connection with utility 
as defined in economics, Bordas argued that it is a most unsatisfactory 
measure of this utility, for it cannot be determined categorically, being 
dependent on the wealth of the purchaser and the prices of substitutes. 
He asked, “‘ Quelle théorie peut-on donc édifier sur une base aussi 
variable...?’4 He faulted Dupuit for failing to make clear whether 
or not, in the process of calculation of the utility of a commodity, other 
commodities were assumed to be subject to a similar graduated tax, 


who rather implies the opposite, is perhaps mainly responsible for this misapprehen- 
sion. See H. Hotelling, ‘“‘ The General Welfare in Relation to Problems of Taxation 
and of Railway and Utility Rates,” Econometrica, 6 (1938), pp. 242-269. 

1 “ De La Mesure de L’ Utilite des Travaux Publics. Réponse a V’article de M. 
l’Ingénieur en Chef Dupuit.” Annales des Ponts et Chaussées (1847), reprinted in 
Bernardi, op. cit., pp. 67-96. ; 

2 Dupuit, ‘ ‘Influence des _Péages, ’ > in Bernardi, op. cit., pp. 67-96. 

8 See, J. S. Nicholson, “The Measurement of Utility by Money,” Economic 
Journal, V1 (1894), pp. 342-347, and Principles of Political Economy, Bk. 1, Ch. II. 
« Bordas, ‘ “De Ja Mesure,” in Bernardi, op. cit., pp. 91-2. 
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pointing out that quite different results would be obtained in the two 
cases. Finally he objected to the interpersonal comparisons implicit 
in Dupuit’s method, for, “les quantités 4 mettre en présence ou a 
comparer, bien qu’exprimées en monnaie, n’en sont pas moins d’espéce 
differente’’.1 These comments almost exactly parallel Nicholson’s 
objections, fifty years later, to Marshall’s consumer’s surplus analysis. 
Moreover, Edgeworth’s? rebuttal of Nicholson is to some extent fore- 
shadowed in the arguments deployed by Dupuit? in his rejoinder to 
Bordas. Dupuit admitted that there are difficulties in measuring 
utility in money terms; he explained that, in calculations using his 
method, comparison should always be made with /’état antérieur 
(p. 125), and from this the inference is that he assumed other prices to 
remain constant. That the calculations are difficult is no reason for 
rejecting the method (he argued) and he referred Bordas to J. B. Say, 
who, commenting on difficulties of the same kind in the measurement of 
value, had remarked: “il n’est pas en notre pouvoir de changer la 
nature des choses. Il faut les étudier telles qu’elles sont® (p. 117). 
The matter of interpersonal comparisons was not taken up in the second 
article; presumably Dupuit was content to rest on his 1844 position 
that questions of income distribution are not the concern of political 
economy. ® 

Dupuit’s consumer’s surplus analysis came in for heavy criticism 
from Walras. Although he recognised that Dupuit deserved high 
praise for his work on discriminatory pricing (from which Walras 
obviously lifted his own illustrative examples), Walras found him guilty 
of a “capital error’ in confusing demand and utility curves. Since 
Dupuit’s utility measures were involved in this confusion, Walras con- 
cluded that the whole of his utility measurement analysis was vitiated 
and, having repeated almost exactly Bordas’ objections to the method, 
his final judgment was that “* Dupuit’s theory is no improvement on 
J. B. Say’s”’.? This was not only an astonishingly bad assessment by 
a theoretician who is regarded by some as the greatest in economics, 
but it was framed in highly misleading terms. Dupuit’s implied 
confusion (identification ?) of demand and utility curves was of course 
a much less serious blunder (abstraction?) than Walras believed; 

1 Bordas, ‘‘De La Mesure,” in Bernardi, op. cit., p. 95. 

2 F. Y. Edgeworth, “ Professor J. S. Nicholson on Consumer’s Rent,” Economic 
Journal, IV (1894), pp. 151-58. 

3 “Influence des Péages”’, in Bernardi, op. cit. 

* Although he qualified this later, ibid., p. 129, when he stated that in the calculation 
of the utility of a good by his method all similar commodities should be assumed 
subject to a like tax. 

® Dupuit gives a reference to Say, Cours, Tome 1, p. 72; (Bernardi’s note 
indicates the second edition.) 

* “De la Mesure,” in Bernardi, op. cit., p. 52. | Edgeworth, Joc. cit., p. 154, 
answered Nicholson’s objections to interpersonal comparisons rather differently; 
his classic remark was: ‘* Undoubtedly there is a great gulf between one’s own and 
other people’s feelings. But it must be leaped over by commonsense and bridged 
with sympathy.” 

7 Leon Walras, Elements of Pure Economics, William Jaffé translation (London, 
1954), p. 445. 
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moreover, as we have seen, Dupuit, in his reply to Bordas, if not earlier, 
showed a clear appreciation of many of the points which Walras accused 
him of having overlooked.! It was most remiss in Walras that, having 
criticised Dupuit’s work on utilité relative quite destructively, he did 
not offer a correct formulation. He either ignored or failed to appreci- 
ate the truth, so clearly expressed by W. E. Johnson, that “‘ The general 
problem of maximising utility is applicable just because there is this 
surplus ”’.? 

The notions of producers’ and consumers’ benefits from ae (Mar- 
shall’s producers’ and consumers’ rents) were first discussed in print, 
in England, by Fleeming Jenkin,? who used a graphical analysis to 
illustrate how these might be measured. Jenkin believed his measures 
to be “ novel’ (p. 110). In this, he was only partially correct, of course, 
but he was certainly the first to publish a discussion of producers’ 
surplus and a demonstration that the amounts of the two surpluses 
depend, in each case, on the steepness of the appropriate curve. Jenkin 
applied his results to the problems of the incidence of a commodity 
tax, showing how the relative losses of producers and consumers due to 
the tax may be calculated and making the points that each party’s loss 
is greater than the tax it pays and that these losses are greater the higher 
is the tax rate. Jenkin, however, paid no attention to the concept of 
the individual consumer’s surplus and contributed nothing to the elucida- 
tion of the special assumptions required for a satisfactory analysis of 
this idea. 

The first significant advance on Dupuit’s work came from Vienna. 
Rudolph Auspitz and Richard Lieben published their Untersuchungen 
uber die Theorie des Preises in 1889,* just one year before Marshall’s 
Principles appeared and ten years after his Pure Theory had been privately 
circulated. In a paragraph added to the preface of a French translation 

1 It is somewhat surprising that Schumpeter, op. cit., p. 1061, who takes Marshall 
severely to task for niggardliness in his acknowledgement of Dupuit’s work, allows 
Walras, who as a theorist he ranks above all others, to get off unscathed in this 
matter. 


2 W. E. Johnson, “The Pure Theory of Utility Curves,” Economic Journal, 
XXIII (1913), p. 491. 

3 See the essay, “‘On the Principles which Regulate the Incidence of Taxes ” 
(pp. 107-121), in Fleeming Jenkin, The Graphic Representation of the Laws of Supply 
and Demand and other Essays, London School of Economics Reprint, No. 9, (1931). 
This essay was first published in the Proceedings of the Royal Society of Edinburgh, 
1871-2, but Jenkins’ earlier paper (1870) on the “‘ Laws of Supply and Demand ” 
in which he uses the same kind of graphical analysis but does not mention the two 
“benefits ”, predates Jevons, Theory of Political Economy (1871). Jevons, however, 
had been using intersecting curves in his lectures since 1863. See J. M. Keynes’s 
review of Jevons, Theory of Political Economy (4th edition) in the Economic Journal, 
XXII (1912), p. 80. 

4 Duncker and Humblot (Berlin). That this is an important work is now recog- 
nised. Its difficulty probably explains why it has been comparatively neglected. 
Professor Hutchison does its authors no more than justice when he writes: ...no 
work in our period (1870-1929), not even Marshall’s or Pareto’s, contains a greater 
number of precise and orginal contributions to the theory of the consumer and the 
firm, and to the classification of the main assumptions on which this analysis has since 
been seen to rest”. T. W, Hutchison, Review of Economic Doctrines 1870-1929 
(1953), p. 189, 
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of their work (1914),! the surviving author, Lieben, explained? 
that they had no knowledge of the Pure Theory until some time after 
the first German edition. Since their consumer’s surplus analysis was 
completed by 1889, it clearly can owe nothing to Marshall, and is simply 
a development of Dupuit’s work. Although the treatment of the 
concept by the two Austrians is in many ways similar to Marshall’s, 
there are some interesting and significant differences. Where these 
exist, it is by no means the case that the Austrian analysis suffers from 
comparison. 

The Auspitz and Lieben investigations into price theory were more 
thorough than those of any comparable writer save Walras, with whose 
general equilibrium analysis their methods were in direct contrast. 
Philosophically, their approach was a highly sophisticated Jevonsian 
utilitarianism. They believed that: “‘les sentiments de lindividu 
ne sont pas susceptibles de mesure”; and that “‘ encore moins saurait- 
on comparer les sentiments de deux individus”’.* Nevertheless, they 
took the view that it is possible to measure the small changes in feelings 
(satisfactions, dissatisfactions) which are important for choice. Their 
position was that although his subjective evaluation of money changes 
according to an individual’s circumstances, such variations may be 
disregarded so far as small changes in expenditure are concerned. 

Auspitz and Lieben were meticulously careful to set out the abstrac- 
tions necessary to their method and were at pains to emphasise the 
conditional validity of their results ; in this respect their treatment is 
undoubtedly more satisfactory than Marshall’s. Their three major 
abstractions from reality, important for consumer’s surplus theory, were: 
that the marginal utility of money does not vary, that tastes remain 
unchanged, and that other prices remain constant, with respect to 
variations in the price of a particular commodity. These assumptions 
were made, not of course because they were believed to be realistic, 
but purely in the interests of simplicity. Two theorists who were well 
aware of the intricacies of commodity relatedness and who, it may be 
noted, made valuable original contributions to analysis in this field,® 
could hardly have agreed lightly on their use.6 As is well known, 
Marshall’s own assumptions in his consumer’s surplus analysis were 
precisely these of Auspitz and Lieben.’ 


1 Recherches sur La Théorie du Prix (Paris, Giard and Briére, 1914). Where 
changes from the first German edition were made they appear in italics in the transla- 
tion. In what follows, references are to this work. 

2 Op. cit., pp. XII-XV. % Jbid., pp. VIII-IX. 

* Ibid., p.2, also p. 12 and p. 91. 

® Professor Hutchison (op. cit.), credits them with the first discussion of comple- 
mentarity and they seem also to be the first to use the criterion of the sign of the second 
derivative of the utility function. 

® Indeed, Lieben explained in a note occasioned by the Edgeworth-Nicholson 
controversy that these assumptions were made only after mature consideration. 
His justification of the methodology is most convincing. See Richard Lieben, 
“On Consumer’s Rent,”’ Economic Journal, IV (1894), pp. 716-719. 

7 One feels in reading Lieben’s note (/oc. cit.), that he must have been greatly 
disappointed at the failure of both sides in this controversy to pay any attention to 
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One of the most significant features of the Auspitz and Lieben treat- 
ment of consumer’s surplus is that they distinguish clearly between the 
individual and aggregative concepts. The first they measured as a 
quantity of money and called consumer’s profit, the second they treated 
as an amount of utility which, given their assumptions, could be 
measured in money terms. In clearly distinguishing between the two 
ideas and in retaining Dupuit’s conception of the individual surplus 
(utilité relative) as a utility difference,! the two Austrians again scored 
over Marshall. The latter defined consumer’s surplus in such a way 
that many interpreters have taken the individual concept to be essentially 
a money difference,? whereas, of course, it is fundamentally a utility 
difference, which has a unique money measure only when the marginal 
utility of money is constant. The difference between Marshall and 
Auspitz and Lieben is that Marshall’s definition appears to depend for 
its meaningfulness on this assumption of constancy, whilst the Auspitz 
and Lieben definition, like Dupuit’s, is perfectly¥general and only 
their money measure of the surplus requires the special assumption 
that the marginal utility of money is constant. 


UTILITY (IN MONEY) 


fo) z N, %* 
Fig.2 QUANTITY OF A 


Auspitz and Lieben assembled an interesting though somewhat 
cumbersome diagrammatic apparatus to portray inter alia first, the 
aggregate consumers’ and producers’ surpluses and second, the indi- 
vidual consumer’s surplus. Money and utility are both measured 


the work in which he ahd Auspitz had provided an analysis of the idea in dispute 
which was not only much fuller but considerably clearer than Marshall’s earlier, if 
not his later, expositions. : 

1 “The calculation of the utility of an (annual) quantity of some commodity A 
(they write) involves a comparison between the satisfaction derived from the said 
quantity in the most advantageous combination (of A and other commodities) 
and the satisfaction which can be obtained without recourse to A ”’, op. cit., pp. 88-89. 

2 Marshall wrote: “‘ The excess of the price which he would be willing to pay rather 
than go without the thing, over what he does pay is the economic measure of— 
surplus satisfaction. It may be called consumer’s surplus.” Principles, 8th ed., 
p. 124. Ihave argued elsewhere that this statement ought to be interpreted in the 
light of Marshall’s whole discussion and that interpreted literally it does not define 
exactly what Marshall meant by consumer’s surplus, 
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along the Y-axis (the marginal utility of money being assumed constant) 
and quantities of a commodity A are measured along the X-axis (Fig. 2). 
The curve OA is a total cost curve, vertical distances from the X-axis 
representing the cost of producing corresponding quantities. OA, 
is a total offer curve: its radius vectors are parallel to tangents to OA 
and along the Y-axis horizontal distances indicate the amounts which 
would be supplied at prices represented by the slopes of these vectors. 
ON is a total utility curve and along the X-axis vertical distances 
represent the utility of corresponding quantities. ON, is a total demand 
curve: its radius vectors are parallel to tangents to ON, and along the 
X-axis vertical distances represent total expenditure on X at prices 
indicated by the slopes of these vectors. The analysis shows (for 


example) that with an output OZ, sold at price a , consumers’ surplus 
is CD and producers’ surplus CB. OZ 

Walras was as highly critical of this analysis as he was of Dupuit’s 
work on consumer’s surplus. He pointed out that the four curves 
can be reduced to two—the Marshali supply and demand curves—and 
went on to argue that, like Dupuit, Auspitz and Lieben had confused 
demand and utility curves.! Walras concluded that their measure 
of consumers’ surplus was therefore wrong and he argued that in con- 
ditions of free competition producers’ surplus does not exist. In both 
cases his criticisms seem wide of the mark and the two Austrians 
appear to have the better of the argument. 

In their discussion of the utility derived by a single individual from 
his consumption of a particular commodity, A, Auspitz and Lieben 
introduced a new construction, the curve of jouissance.2 The point 
B on OX (Fig. 3) indicates the maximum utility level which an individual 
can obtain, the commodity A being unavailable, with a given money 
income and given prices of all commodities. The curve BG traces the 
utility levels that can be obtained if the various amounts of A indicated 
by its abscisse are given to the consumer without charge. It is then 
supposed that commodity A is not given free but must be purchased. 
The total utility curve ON which measures the maximum amount which 
will be paid for various quantities of A can be derived from BG. Its 
position throughout must clearly be such that it is everywhere below 
BG by the distance OB, so that at any point on ON the consumer is 
indifferent between that amount of A together with other commodities, 
and some larger combination of those other commodities. In other 
words, any ordinate of ON indicates the total additional utility (in money 
terms) derived from the availability of A at a price indicated by the slope 
of the tangent to the curve at that point. The amount that is actually 


1 See L. Walras, op. cit., Appendix II, pp. 483-448. It was even less fair to make 
this point against Auspitz and Lieben than it had been to level the same charge against 
Dupuit. Unlike their French predecessor who had neglected changes in the marginal 
utility of money, the Austrians purposely chose assumptions which secured the identity 
of demand and utility curves in terms of money. 

* Op. cit., pp. 89-90. 


. 
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paid (the utility that is sacrificed) for this utility is indicated by that 
part of the ordinate (LM) which lies below its intersection with the total 
demand curve ON, ; the part of the ordinate which lies above this 
intersection (LR) measures the consumer’s surplus. 


G 
CURVE OF JOUISSANCE 


N 
TOTAL UTILITY CURVE 


TOTAL DEMAND CURVE 


UTILITY(IN MONEY) 


Y 
Ny QUANTITY OF A 
Fig.3 


This is a particularly neat demonstration of the surplus which, 
while it gives a result in terms of money, never permits one to lose sight 
of the fundamental point that what is being measured is a utility differ- 
ence. Many of the difficulties and confusions which gave the concept 
a bad name during much of the twentieth century might perhaps have 
been avoided if the Austrian treatment had been given a share of the 
close attention that was lavished on Marshall’s work. 


University of Sheffield. 
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Input-output Approach in an Allocation System 
By A. GHOSH 


I 


An input-output transaction matrix may be conceived in terms of 
an equilibrium position of two sets of interacting forces. The broadest 
way in which we can define them is to denote one set of forces as 
technical factors expressed through production functions and the other 
set as market factors expressed through allocation functions. Though 
technical factors influence production, it is widely recognised that there 
are various alternative technical combinations in any economy and 
under different market situations different combinations are actually 
taken up. An input-output matrix then represents an equilibrium 
solution for two sets of equations somewhat analogous to demand and 
supply functions. 

Under a competitive market and non-scarce resources allocation 
functions will play a minor role in the set up, and special conditions 
may be formulated under which production coefficients will determine 
the equilibrium. 

But under a monopolistic market with scarce resources allocation 
functions will determine which among a large group of alternative 
processes and combinations will be taken up by any particular sector. 
That is, production functions are forced to play a minor role. 

We can in this sense associate with an input-output matrix two 
sets of coefficients. One of these sets has been familiarised by Leontief 
as production coefficients, or, technical coefficients. They express 
the relationship X55 =O y5XG 
where x,; is the output of the ith sector sold to the jth sector and X;, is 
the output of the jth sector. 

We can similarly also assume the existence under different circum- 
stances of the relation Xj =AGiX; 
where x,; is as before the output of the ith industry going to the jth 
sector and X;, is the output of the ith sector. 

According as supply or demand conditions predominate either 
of the relations may approximate reality or neither of these simplified 
situations may actually approximate reality at all. 

Leontief has formulated an idealised situation where the set «,; is 
assumed fixed and the set A,; is allowed to change freely with any 
change in the final demand. Such conditions may be assumed to 
hold approximately so long as there is no scarce factor and so long 
as suppliers are able to offer more of any commodity at the existing 
price. 

Leontief’s formulation thus takes up for consideration a situation 
where there is even in the short period a large unused capacity in 
most sectors such that any change in the final demands do not set 
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up any disturbance in relative prices and certainly do not bring in any 
question of limited supply. Ignoring for the moment other criticisms 
of this simplified approach it may be said that where even in the short 
period nearly all industries have at their disposal a large surplus of 
plant and labour the supply curve is bound to be very elastic and the 
overall situation would be very much dominated by buyers’ require- 
ments. This position is easily illustrated by an advanced capitalist 
economy in depression. 

It is possible to build up a similar model with allocation functions in 
an economy where different sectors are under monopoly control and 
all except one resource is scarce. We can consider a planned economy 
under centralised control with scarce material resources and productive 
capacity with ample supply of available labour. The central authority 
has for each sector allocation schedules defining national or social 
welfare and it has been seeking that allocation which maximises welfare 
subject to possible production combinations. That is, any feasible 
combination of inputs which gives a higher welfare value may be 
preferred to one which may be more efficient as a production com- 
bination, but is lower on the welfare scale. An illustration may be 
given of a controversy in the Indian second five-year plan which is 
centred around the objective of reviving cottage industries which are 
productively less efficient but which gives employment rather than 
keeping people on a dole. The objective of the planning authority is 
not a search for the optimum technical combination of production 
but for that feasible combination which makes the best use of resource 
made available for it on the basis of a welfare function. 

It is obvious that in cases of this type the production combinations 
are forced on the industries not by technical considerations but by 
scarcity and consequent rationing. In any alternative situation where 
scarcity has eased or quotas have been changed the industries will seek 
combinations which are completely different. Input ratios here, 
therefore, are conditioned by the assigned quota and any change of the 
assigned quota will alter such ratios. If such a situation is postulated, 
it is evident that the stability of production coefficients cannot by 
any means be assured for a change in the final demand of the community. 

In this paper we shall investigate the use of input-output methods in 
economies of this type. This means that our discussion is confined 
to a consideration of economies with a high rate of investments, with 
inadequacy of the supply of productive plants and materials and with 
a rationing system in allocation. 

The purpose of the present paper is not to search for optimum alloca- 
tion combination but to accept that the rationing authorities have in 
fact arrived at some optimum allocation factors on the basis of a 
national welfare function and an input-output table gives such a set 
of allocation coefficients defined by the second set of functions. For 
simplicity we assume further that any allocation has corresponding 
to it at least one feasible combination of products. 
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In the present paper it is our contention that the general background 
provided by these economies makes the supply factors of greater pre- 
dominance and one may consider the second set of coefficients more 
stable in these economies than the first set defined by Leontief. The 
basic difference between such economies from that illustrated earlier 
is that there is an almost unlimited demand for goods stimulated by 
development plans which is undiminished by higher prices. The only 
way such a situation can be handled is by rationing, “ that is, if price 
increases prove ineffectual in reducing the expenditure function 
sufficiently, suppliers [here Govt.1] may decide that nevertheless they 
will produce only the output they desire and allocate it among consumers 
on some arbitrary rationing basis (first come first served, fixed percentage 
of purchases in previous years, etc.). In this case it is the spenders 
who are forced into involuntary actions, they must buy less than they 
desires 

In economies of rationing since every sector registers a high demand 
for the scarce factors the general tendency of the rationing authorities 
is not to change the relative shares of each sector in the short run since 
such relative shares are determined by a delicate balancing of different 
sectors’ claims and counter-claims. This tendency considered from 
the problem of projection makes the allocation coefficient more stable 
in the short run than production coefficients. 

Though such situations are a commonplace feature in controlled 
economies only under certain conditions, we may imagine a voluntary 
allocation system being taken up even by free enterprise in scarcity. 
This might happen when the producer of the scarce article feels that 
he should keep his market in his grip rather than sell only to the highest 
bidder. But of course such a situation over the whole economy in a 
- free enterprise is not quite feasible, and sooner or later authority has 
to step in and dictate the respective quotas on the basis of national 
needs rather than leave it as a free for all, as happens during wars. 
Under such basic change in the background it may be of interest to 
use the second set of coefficients and develop an allocation model as 
an extension of the original Leontief system. 

With this adaptation the Leontief model and its inverse may be used 
to provide answers to questions which are very similar, though not 
identical, to those of the conventional input-output model. 


II 


Our basic model is very similar to the conventional input-output 
model, that is, we consider the economy as consisting of sectors defined 
on general economic considerations. We then replace the Leontief 
production function by a different postulate. 

A sector’s receipts from every other sector are given linear functions 
of its own disbursements. 


1 My econ: 
2 Don Patinkin : “Involuntary Unemployment and the Keynesian Supply Function”’, 
E.J., LIX, 1949, p. 375. 
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Let E,; be the total external outlay of sector i and e,, the outlay of 
sector iin sector 7. Then we have the identities 


Hex =E, (i+j) 
Consider functions of the form 
Cy =Ay E; 
This implies that the ith sector’s outlay in the jth sector is a function 
of the total outlay of the jth sector. That is, not production coefficients 
%,; but supply coefficients A,; are constant. Any increase of sector j 


will be allocated in a fixed ratio to all the receipts from other sectors. 
Then we get a system of homogeneous linear equations 


* Ay EE, (BS one me n) 


This set of equations leads to the closed system considered by Leontief. 
As for purposes of projection we are concerned only with the open 
case we modify slightly the above system by considering E, as autono- 
mous such that we get now a system in v-1 unknowns 


2 Ay E;=E,- ein (i, f=1, 2, . . . nl) 


where e;, is the vector of autonomous outlay elements included in every 
equation. The open case thus reduces to 

(I- A) E=e 
where A is the matrix of coefficient, J a unit matrix and e a column 
vector of assigned autonomous cost elements in each sector. 

The solution vector is given by 

E=([- Aye 
In this readapted system the column vector e is best interpreted as 
the net national income generated in the sectors. E is the vector of 
total outlay by the different sectors. 

For any given vector of national income to be generated we shall 
get a unique vector of outlays likely to the sectors. We have thus 
arrived through this approach not at an estimate of output (value) 
but at an estimate of likely costs. 

The equation system in the open Leontief model is 


Xy— 2 4s X)=Xe0| hISN, PETES iil | 
ij i+ J 
Then we have the solutions 
X= 2 is Xn 


4 
where «,, are the elements of the inverse of the co-efficient matrix. 
The income or equivalent employment is obtained by applying the 
labour input coefficients to the expression for total output in the 
solution set. Thus employment 


ue 
Xni= ni Xi= One j Ay X yn 
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In exactly similar way, the net output in the present case is obtained 
a8 Cni =A, E;= Ans Ais Cin 


where ej, are the assigned income to be generated and Aj, are the 
inverse of the coefficient matrix. 

We do not thus consider the production possibilities in the system 
and the employment or income generation following from a particular 
bill of final demand but the income generating or employment possi- 
bilities of the system and the resultant net output from the system. 

The simplest way of interpreting the use of these cost estimates is 
to assume that normally every sector will have to balance its outlay 
and its receipts. We then equate the costs to the value of the output 
that the sector must produce in order to generate a national income 
assigned to it. This approach may be used in a similar way as input- 
output approach is used for the location of bottle necks, and for testing 
consistency of different bill of goods with different employment 
programme. 

Let the open allocation model in the base period be 

E,-* Ay Es- ein =O elma as kia 
J i-j 
Then we may write the solution set as 
E,=* Aly ein 


Let the planning authorities decide that the income in the planned 
period in the ith sector will be related to the income in the ith sector 
in the base period by the ratio 
e in 
Cin 
where e; refers to the planned period and e,, to the base period. 
Then the costs in the planned period 


* pay * 
E;= j Aix ein 


a 2), Ay ein 
Let the outputs of sector i be denoted by Q; and Q* in the two periods 
such that 0 =K,Q; and let P; and P; be the respective prices under 
equilibrium. 
Then E;=P,Q;, E; =P", Q.=P, Ki Q: 


The planning authority has the values of A; as data in the form of 
income ratios between the two periods in different sectors. We may 
assume that it has certain tentative estimates of the quantity ratios K, of 
the two periods. Then the new price ratio P,/P? is determinate. That 
is, assuming that the allocation and the suggested income generating 
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plans will lead to specific changes in output the equilibrium price 
of the planned period is obtained as a solution. Alternatively, assum- 
ing certain price ratios between the current and previous period we can 
estimate what the equilibrium quantities in different sectors should 
be. We can thus use this model for the purpose of measuring inflation- 
ary effect on prices which may have to be faced due to a particular 
income generating policy. 

Assuming that ratio of prices (quantities) in the annie period 
should remain as in the base period we get the quantities (prices) that 
must be obtained in order that the required employment programme 
is maintained and no sector runs at a loss. Obviously, any sector that 
reveals here a quantity bottle-neck will be forced to raise prices in 
order to run without a loss. Quantity bottle-necks thus in this system 
do not lead to a collapse of the whole system (which would take place 
with rigid production coefficients) but rather to price changes. Em- 
ployment, final demand and prices are thus all brought into the picture 
provided the main background assumptions are assumed in the short 
run. 

The change in the price indices will indicate the extent to which 
certain sectors are being asked to generate more income without 
relevant increase in the product. Thus supposing any particular sector 
is asked to have a higher profit or a higher employment but fails to 
increase its output in a corresponding way its receipts will exceed costs. 
Since it has been advised to cover costs it will be forced to raise prices. 
The relative prices will thus show the extent to which the income 
generation programme is working in harmony with real output. 


Ill 


Goodwin! and others have shown that the Keynesian system may 
be treated as an aggregation of an input-output model. The aggrega- 
tion in this case cancels all inter-firm transactions leaving only national 
income. Assuming that aggregated national consumption is related 
to national income in a non-homogeneous linear form we get the familiar 
Keynesian equation (Peay -Y 27 


relating income to investment. 

Aggregating on similar lines the present model is also reduced to 
the traditional Keynesian form. It only interprets the “ psychological 
propensity to consume ”’ of a freely spending community as the “ alloca- 
tion decision ” of a non-economic authority. Suppose in a community 
under overall rationing “a” is the marginal propensity to consume 
as desired by the community and “«” is the marginal rate of con- 
sumption spending as determined by the authority. Then for a specific 
increment of investment // the desired increment of income of the 


community will be he AI, while the actual rise of income of the 


1 R. M. Goodwin: “The Multiplier as Matrix”. E.J., LIX, 1949, pp. 537-555. 
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community as permitted by the authority will be = AE TS aris 
Oe, 


greater than “«”’ this will mean a larger desired income compared to 
the permitted income. aAy-—a.Ay may be considered as the in- 
voluntary saving of the community. The allocation coefficient thus 
is a realistic concept relevant to income generation under an overall 
rationing system. 

In an economy where demand is outstripping supply and some form 
of rationing and price control is operating the purchasers are forced 
to an involuntary saving as far as spending money on a group of 
commodities is concerned. We define involuntary saving as the saving 
due to a situation where more demand is forthcoming in the market 
at a price higher than the present ruling price. Where such involuntary 
saving exists the basic assumption of a freely moving consumption curve 
is absent and therefore one can have no idea of the shape of such curve 
from a study of the earnings, savings and consumption of the community. 
The consumption to output relation of the community in this case is re- 

AO, 
Ao. + Ady 
and investment goods) which equals x“ © where Ac is the actual incre- 


presented by —_—°— (where o, and 0, are outputs of consumer goods 


ment of consumption and /y is the increment of income of the com- 
Ac 
A 


consumption corresponding to that increased income. So long as 


Ac= (Ac the stability of x may be assumed as a community behaviour 


but otherwise these considerations will not make ae stable. The 
y 


division of income into spending and saving is thus determined not 
by the income earner but by the producer or the factors controlling 
the producer’s decision.t_ Unlike the consumption function there is 
no simple way of determining the shape of the function relating 
desired production of consumer goods to total output. In most 
economies of scarcity with large-scale controls the fundamental alloca- 
tion between consumption and production is determined by a body of 
socio-economic forces. In the short period we can only accept the 
constants relating the two as institutional as a given datum and work 
with it—but to deny its existence in such situations and ignore the 
constraints to economic behaviour can only lead us to wrong forecasts. 
The reaction mechanism itself thus ceases to be based on consumer’s 
behaviour and becomes institutional. 


Department of Applied Economics, 
University of Cambridge. 


1G. C. Mandal: “An Aspect of Inflation in epee ie ”. Bulletin of the 
International Statistical Institute. Vol. XXXIL: Part 
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Book Reviews 


On the History and. Method of Economics: Selected Essays. By FRANK 
HyYNEMAN KNIGHT. Edited by W. L. Lerwin and A. J. Morin. 
University of Chicago Press. Cambridge University Press. 1956. 
vii + 309 pp. 


Radical independence in thinking is rarer than great erudition and not 
wholly compatible with it. How can a man have time to read, when all his 
power of mind is bent upon the inner vision ? Yet there are some who seem 
to have swept an eye over the whole vast mosaic of humane knowledge and 
speculation and picked out faults of design and workmanship, or of mis- 
judged endeavour, and shown how fundamental improvements can be made. 
Such a one is Professor Frank Knight to whom this book, compiled from his 
own writings, was offered by its editors as a sort of unusual Festgabe for his 
seventieth birthday. 

A passionate sincerity served by a mocking wit, a few hatreds, a scorn of the 
soft word and a fearlessness of the wrath, a merciless assumption that the 
reader is an educated man, an elusive mixture of scepticism and mysticism, 
a restless, endlessly dissatisfied mind searching for something beyond systems 
and beyond science: all this is here, and if the reader has a strong head he 
will find this a heady wine, if not he will be laid out. 

Some of the chiefest anger in this book is against those who would abolish 
the humanity of man; who would make ‘him, that is to say, an object for 
science, predictable in his perfectly mechanical reactions to external situations. 
But Professor Knight is scornful also of those who think that ultimate ends 
can be taken as given. A man’s whole life, and the life of society as a whole, 
he says, is very largely a debate about ends. Accident, caprice, error and 
“ freedom ”’ make prediction impossible. He does not go on to ask, finally, 
what we must mean by freedom. If, at this ultimate philosophical barrier, 
the mystic could have overcome the sceptic, there might perhaps have been, 
at least, a resting-place for the mind. But though he charges the author 
of another book with equivocation on the réle and meaning of freedom, he 
does not make his own position clear beyond cavil. 

To read this book is like being conducted through a superb museum or 
picture gallery in the middle of the night, by a guide equipped only with a 
powerful torch. He switches the beam this way and that, giving us 
fascinating flashes of insight but no thorough grasp of a connected unifying 
theme. The result is tantalising beyond expression. Where is the full statement 
of that vision of the meaning and nature of society which is implicit in all his 
work ? 

Professor Knight’s great reservoir of knowledge and ideas is here sounded 
in many different regions. A fifty-page essay dealing with ‘‘ The Ricardian 
Theory of Production and Distribution ’’ will open many readers’ eyes on the 
limitations of the synthesis which the classical economists achieved. Here 
is to be met also the puzzling view, shared by Knight, I believe, with Irving 
Fisher, that net investment is not production. Only that is produced, it seems, 
which is also simultaneously consumed. This flows from the definition 
that it is only services which can be either produced or consumed, with the 
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added implicit notion that services cannot be stored. Is it not simpler to say 
that to produce is to create value and to consume is to destroy it ? Wherever 
there is a market to determine the value, this scheme of thought seems to 
give us an unequivocal answer within the framework of stable expectations. 
The targets of Professor Knight’s antagonism are a strangely assorted 
group. They include economists as various as the Marxist Werner Sombart, 
those social philosophers whom Professor Knight labels ‘ positivists ’ (against 
whom he allies himself with Professor Hayek), and, above all, Keynes: 


“ The latest ‘ new economics ’, and in my opinion rather the worst for 
fallacious doctrine and pernicious consequences, is that launched by 
John Maynard (Lord) Keynes, who for a decade succeeded in carrying 
economic thinking well back to the dark age; but of late this wave of the 
future has happily been passing ”’. 


What, after all, did Keynes do, if we wish to express it in a single sentence ? 
He emphasised the profound and pervasive importance of uncertainty in all 
our economic affairs. It is uncertainty which gives rise to liquidity preference, it 
is uncertainty which gives to the “‘ marginal efficiency of capital ’ (or whatever 
related concept we put in its place) its central strategic importance. It may be 
that Keynes had written the General Theory of Employment, Interest and Money 
before he became fully aware that this was the central strand of the system 
he had evolved. But he had realised it fully when he wrote the brilliant article 
simply called ‘‘ The General Theory ” in the Quarterly Journal of Economics 
(February 1937). To one who saw economics thus extended into virtually 
a new dimension (no doubt Lindahl and Myrdal and their pupils were getting 
at the same thing by a different route, but we did not hear their signals plainly 
until later), the rejection of Keynes’s work is absurd and pathetic, but above 
allitis an utter mystery. Professor Knight is one of the great liberal economists 
of our age: was Keynes, even when he advocated protection as part of a cure 
for a nation’s unemployment, even when he wanted governments to take an 
interest in the “‘ great aggregates ’’, so dark an enemy of freedom ? No one 
who knew him can dream it. Can one who is so insistent on the role of accident 
and error and the unpredictable twist of things, and who once wrote Risk, 
Uncertainty and Profit, reasonably rank Keynes as his intellectual enemy ? 

This book of essays will give to a resolute and patient reader an insight into 
the mind of one of the greatest social philosophers of our times. 


G. L. S. SHACKLE. 


The Cotton Industry in Britain. By R. Rosson. Macmillan & Co. Ltd. 
1957. xx + 364 pp. 60s. 

This book may well be read as a model study in industrial economics. 
Its main features are a detailed description and critical assessment of the 
structure of the industry, a thorough analysis of costs and prices during the 
post-war years, and a frank review of the industry’s prospects. Dr. Robson, 
who was until 1957 Director of the Economics and Statistics Department of 
the Cotton Board, supports his themes with very full statistics, many of them 
derived from special investigations made by the Cotton Board and not 
previously published. 

Perhaps the principal point of general interest suggested by Dr. Robson’s 
work is the reaction of the cotton industry to the post-war changes in its 
circumstances. Two major forces have operated on the industry. The 
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first is the continuation of the secular decline in the demand for British cotton 
goods. Exports of cotton and rayon cloth are now about two-thirds lower 
than in 1937 and spun yarn output is down by about one-third (very close, 
in fact to the most pessimistic of three alternative estimates of the long-term 
demand prospects for the industry made by the Cotton Board in its report 
on post-war problems in 1944). The second influence on the industry is general 
full employment in the economy. It is the interplay of these two forces which 
explains much in the present position of the industry. 

The continued fall in output has resulted, as it did in the inter-war period, 
in a gradual elimination of productive units, but not fast enough to balance 
the reduction in output. Hence productive capacity has remained continuously 
in excess of output. In 1955, on Dr. Robson’s reckoning, about two-thirds 
of the spindles in place and three-quarters of the looms could have produced 
the year’s output by full-time single-shift working. Dr. Robson suggests that 
the decline in output will continue for some time yet, until exports have fallen 
to the point at which further decline will be offset by the 2 per cent. a year 
expansion of the home market which might reasonably be expected. 

The effects of general full employment on a declining industry have been 
striking. General labour shortage means that the existence of excess capacity 
is no longer a serious threat to prices. The labour shortage has “‘ sterilised ”’ 
the unused plant as successfully as the pre-war Spindles Board, and more 
successfully, in all probability, than the other pre-war efforts to reduce re- 
dundancy would ever have done. Thus, when price control ceased, it became 
possible to secure effective voluntary agreements for price maintenance in 
the spinning and finishing sections—although not in weaving. Attempts 
to organise collective price maintenance before the war had almost all broken 
down when markets weakened and by 1939 a majority of the industry had 
come to accept the principle of statutorily enforceable minimum prices—a 
principle embodied in the Cotton Industry (Reorganisation) Act which reached 
the statute book a few days before the outbreak of war and was never brought 
into effect. Full employment secured for the industry, at one stroke, what 
a large part of the industry had been struggling to secure for 15 years before 
the war first by voluntary agreements and finally by seeking powers of statutory 
enforcement. 

It might be hoped that the financial stability and absence of ‘‘ excessive ”’ 
competition afforded by these favourable circumstances would promote 
fairly extensive improvements in technique and organisation—for instance 
a great extension of double-shift working; while the labour shortage might 
be expected to provide a stimulus to the introduction of more up-to-date 
machinery. Only a few firms have reacted in this way—hindered by the 
tradition that all such matters must be regulated by collective agreements 
applying to the industry as a whole, so that the go-ahead firm cannot go too 
far ahead of the rest. Most of the industry is still working on single shifts, 
with a large proportion operating short-time or working only a proportion 
of the plant; as Dr. Robson shows, annual output per spindle in Lancashire 
is half the average for Western Europe and a quarter of the average in U.S.A. 

The industry is now facing a new competitive force: the incursion of textile 
imports from Asia into the home market. This threat has been met, so far, 
by appeals for Government protection. The transition towards a free trade 
area in Europe may further strengthen competition. Will these forces provide 
a more effective stimulus to the transformation of the industry ? 
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Dr. Robson’s conclusions, although mildly expressed, imply a change in 
outlook of which there are few signs yet: ‘‘ the great economies which the 
industry achieved by its high degree of concentration and by its horizontal 
specialisation are perhaps under present conditions more than offset by the 
need for new ideas and new entrants which a more decentralised and more 
integrated industry may more easily provide ”’. 

C. T. SAUNDERS. 


The Economics of Real Property: An Analysis of Property Values and Patterns 
of Use. By RALPH Turvey. Allen and Unwin. 1957. x + 150 pp. 
16s. 


We should all be grateful to Mr. Turvey for this book; and he is likely 
to get less thanks for it than he deserves. For this is a book which needed 
to be written. It fills an empty space in the economist’s basic stock of pre- 
fabricated material—that stock which we draw on for our lectures or turn to an 
honest guinea in the bank reviews. We all know the general theory for the 
pricing and allocation of factors of production. We are all fairly familiar 
with the property market. But hitherto no one has put the two together in 
that special kind of generalized particularity appropriate to the analysis of 
the individual factor markets. This is Mr. Turvey’s contribution: “just 
as labour has sufficient peculiarities to justify labour economics as a separate 
branch of study, so the heterogeneity, indivisibility and institutional peculiari- 
ties of real property make some separate treatment worth while’’. Unfor- 
tunately for Mr. Turvey’s credits, it is difficult in reading his pages not to 
believe that we have known it all beforehand. And so we have, roughly 
speaking. But our knowledge has been of the kind which one acquires by 
familiarity, by living in a place for a long time. We have never been quite 
sure of how the various areas fitted together. And certainly, we have been 
chary of giving directions to newcomers: there is no chapter on the property 
market in the text-books to match the chapter on labour. 

Now, Mr. Turvey has given us a map and a very competent map too. It 
takes up 54 pages and is in four chapters: a chapter defining technical terms 
and emphasizing property interests as the functional units; a chapter on the 
determination of the market price for a particular property interest as a 
problem in capital theory; a chapter on changes in rents and prices, treated 
in terms of comparative statics; and, fourthly, a chapter about the pattern 
of urban property values, allowing for ‘‘ general ’’ and “‘ special ”’ accessibility, 
property’s equivalent to labour’s non-competing groups. There are, of course, 
still shortages at some points. One would have liked to have seen, for 
instance, some discussion of the relationship between private property values 
and the public provision of services (roads, for example) which themselves 
take up space. The entrepreneurial activity of urban development also 
deserves a more extensive treatment. But the latter in particular would 
require empirical research of which, in this country, there has been little or 
none; and though Mr. Turvey has hunted widely for information, he has not 
himself undertaken any fresh empirical studies. His book is rightly described 
as an introduction to the subject with emphasis on the analytical framework. 
Mr. Turvey also concentrates progressively on urban property and though, 
following the four basic chapters, a fifth is offered on agricultural land, it 
only skims the ground. Rural property provides a conglomeration of hetero- 
geneous sites for a multiplicity of competing and complementary activities 
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and to restrict the discussion to a single product, ‘corn’, can only be a 
small beginning. 

The last four chapters are taken up with particular questions relating to 
urban property: an analysis of the total effect of local rates, showing how they 
initially depress rents but with some subsequent recovery as new building 
is slowed down; a discussion of the rating of site values with emphasis 
on leasehold property, the most difficult part of the question; and a critical 
examination of the case for state intervention in tenancy contracts as a way of 
encouraging long-term developments. Finally, and occupying 46 pages, 
there is a fresh review of the compensation and betterment problem. This 
is stuffed with information and acute thinking. Nevertheless, I found it 
disappointing. Well before reaching the conclusion—that ‘‘ the compensa- 
tion-betterment problem has yet to be solved satisfactorily ’”—one begins 
to wonder if the dominance of historical narrative over economic analysis 
offers the best service which Mr. Turvey can give to this tiresome subject. 
A deductive essay based on the twin premises of (i) the right of private enter- 
prise to own and use property and (ii) the absolute right of the public authori- 
ties to determine (and redetermine) the uses to which that property may be 
put, might have led Mr. Turvey into those “‘ distributional ”’ questions which, 
throughout this book, he has assiduously avoided. But it might also have 
been more instructive—to the planners as well as to economists. 

R. C. TREss. 


Science and Economic Development. By R. L. MetER. John Wiley & Sons 
Inc., New York. Chapman & Hall Ltd. 1956. xviii + 266 pp. 48s. 


This is not a theoretical study of the process by which new scientific dis- 
coveries are translated into economic development; it is a review of the ways 
in which human welfare might be improved through the use of existing 
scientific knowledge. The point of view of the author, who is familiar with 
the work of economists and sociologists, but is by training a scientist, is 
akin to that of a super-planner who has been working on a blueprint for the 
world of 2,000 A.p. and is ready to give marching orders not only to those 
who control new investment but also to scientists in their laboratories and 
pilot plants. The task that he has set himself is to evaluate what we already 
know but have not yet put to full use and to search for gaps in our knowledge 
at critical points where an extra effort of research would open up important 
new economic possibilities. 

It is a tremendous undertaking to scan the whole field of scientific endeavour 
in order to give concreteness to what science has in store for us. It is still 
more difficult to frame the questions and express the answers in terms that 
make sense to an economist. Economists should be doubly grateful, therefore, 
to the author of this neo-Wellsian treatise. They will not be surprised that 
his concept of welfare leans towards needs rather than wants, or that it 
should not have occurred to him (p. 158) that there are other means than 
“ political compromise or strife’ of resolving conflicts between values and 
interests. The hand may be clothed in economics but the voice is unmistakably 
the voice of science. 

It is rare to find a book on economic development in which the centre of 
interest lies so unremittingly in the future and so infrequently in the past. 
Even in discussing the Malthusian dilemma, Professor Meier allows himself 
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only one diagram of population trends and this goes 65 years forward in time 
as well as 55 years back. On the other hand, he devotes six fascinating pages 
to the prospects that science will discover a small pill, “‘as simple in its 
application as taking aspirin’’, to produce temporary sterility. When he 
turns to food supply, he wastes little time on improvements in yields and 
plunges briskly into the economics of protein synthesis, the mass cultivation 
of alge, the microbiology of fatty yeasts, hydroponics, etc. Here he recog- 
nises that consumer preferences cannot be left out of account—since even 
rats need salesmanship before they eat what is good for them—and 
recommends more research, possibly in Japan, into the utilization of micro- 
biological foodstuffs. 

Since, in the long run, fuel and power are the key resources, a lengthy 
chapter is devoted to new fuels. This ranges over an enormous field: among 
the topics discussed are the new technologies that may come into play as 
minerals become scarcer, the utilization of solar energy, the energy require- 
ments that clothing and shelter should provide and the energy costs of 
different methods of transport. Of the equally wide range of subjects dis- 
cussed in the final chapter, the imaginative treatment of problems of urbaniza- 
tion merits special attention. 

The economist who grapples with all this cannot avoid one general impres- 
sion: the enormous capital requirements of almost every new departure 
in technology that is contemplated. or those who have little jam today, 
is there really much prospect of jam tomorrow unless science has more to 
offer than Professor Meier holds out ? 

A. K. CAIRNCROSS. 


British and American Manufacturing Productivity. By MARVIN FRANKEL. 
Bureau of Economic and Business Research, University of Illinois, 
Urbana, Illinois. 1957. 130 pp. $1.50. 


Mr. Frankel presents a detailed comparison of British and American 
productivity in manufacturing industries, a discussion of the reasons why 
U.S. productivity has grown faster than British in the last century, and an 
analysis of likely developments up to 2000 A.D. 

His industry comparisons are based on the British 1948 census and on the 
U.S. 1947 census, and cover 34 industries, 21 of which were also covered by 
Rostas. He finds output per employee in the U.S. to be 2.4 times that in the 
U.K. (unweighted average) compared with Rostas’ figure of 2.2 for output 
per worker. If one calculates averages for output per employee-hour from 
Frankel’s estimates, they show U.S. productivity to have been 2.6 times that 
of the U.K., compared with Rostas’ figure for 1935-39 of 2.8. His figures 
therefore suggest that the U.K. caught up some of the pre-war gap in terms of 
output per man-hour. This is a very striking result which Frankel apparently 
has not noticed. As he does not describe his methods in detail, or indicate 
whether they are the same as those used by Rostas, the reader must use his 
results with great caution. Frankel does not attempt to show how produc- 
tivity moved in individual industries from the pre-war to the post-war period, 
in spite of differences between his figures and those of Rostas which imply, 
for example, that the U.K. made very big relative gains in rubber tyres, 
biscuits, tin containers, and brewing, and relatively big losses in cigarettes 
and wool yarn. 
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He attempts to discover by statistical analysis of his 34 industries the 
extent to which the U.S. advantage is explained by better natural resources, 
more intensive capitalisation, bigger plants or bigger markets. The findings 
are not very conclusive in most cases, but he finds a marked correlation between 
market size and productivity.. However, he attributes the U.S. advantage not 
to the relative smallness of the British market but to the fact that each British 
industry breaks up its markets by product differentiation. 

When he turns from his “cross section” data to a ‘‘ developmental ” 
analysis, Mr. Frankel becomes much more bold and confident in his con- 
clusions. The cross section analysis obviously has considerable limitations; 
nevertheless, Rostas got a great deal more out of it than Frankel has done. 
His developmental analysis suffers from two major defects. He uses very 
little historical evidence to prove his points (what he does use is not always 
the best available), and his hypotheses are too vague for any clear growth 
model to emerge. This is a pity because his analysis is stimulating and 
imaginative even if it is sometimes incoherent. 

He cites figures to show that U.S. productivity has grown faster than British 
since 1870, and his main thesis is that American productivity growth has been 
greatly helped by the rapid rate of growth of the population and labour force. 
He has a number of arguments to show that more rapid growth will improve 
productivity because of its effect on capital structure. Here his argument 
suffers from vagueness of definition, and is repetitive to a degree that leads 
to considerable double counting. He shows that in a rapidly growing economy 
the average age of capital equipment will be lower than in a slowly growing 
economy. However, if the average age disparity is of the order he suggests, 
it would be unlikely to have a great effect on productivity unless one assumes 
that the efficiency of capital falls at a remarkable pace. The average quality of 
capital equipment will also be better in a rapidly growing economy because the 
younger capital stock will include the effects of later technological develop- 
ments. These arguments are reasonable enough and would explain a once-for- 
all U.S. lead, not a growing disparity; but he suggests further that the slower 
growing economy will have a cumulative technological lag due to indivisibilities 
which will lead it to postpone indefinitely its adoption of a modern technology. 
He argues that a good many technological improvements are interrelated to 
such a degree that a slowly growing economy will never be able to adopt them. 
The best example he can find is the British railway system which was con- 
structed with an 8-feet gauge, and hence was forced thereafter to use “silly 
little bob-tailed carriages ’’ and could not adopt the more efficient freighting 
practices possible with the American railway gauge. This example is not 
very convincing as a railway roadbed is one of the most permanent of capital 
assets. It is difficult to find other instances of the permanent effect of the 
adoption of an earlier technology, and his remarks on the steel industry are 
insufficiently detailed to make his point clear. He suggests that the U.S. 
capital structure has always consisted of assets with a shorter life than those 
in the U.K., though he provides no real evidence on this, and does not explain 
clearly how it affects the rate of productivity growth. He also suggests that the 
slower growth of the British economy led both employers and workers to 
resist change much more strongly than in America, and here he seems to be 
on good ground. 

It is curious that Frankel should devote so much space to the quality of 
capital, and simply mention en passant that the quantity of capital per worker 
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has grown faster in the U.S. than in the U.K. He produces no evidence on 
this topic, and the only reason he gives for this phenomenon is that American 
industrialists invested more because their expectations were always more 
buoyant. If one went into the reasons for this in more detail, one might find 
a good many clues. 

He expects that British productivity growth will continue to lag behind that 
of the U.S. for much the same reasons as it has in the past, and he considers 
that the post-war British growth has contained exceptional backlog factors 
and is not sustainable in the longer run. A more careful analysis of his own 
data might have led to more optimistic conclusions. 

A. MADDISON. 


Contemporary Collective Bargaining in Seven Countries. Edited by ADOLF 
STuRMTHAL. The Institute of International Industrial and Labour 
Relations, Cornell University, New York. 1957. ix + 382 pp. $4.50. 


The seven countries do not include Sweden, Australia or New Zealand, 
but they do cover a great diversity of institutions and attitudes. Nationally 
centralised bargaining which endeavours to reach and apply a consensus on 
the principles of wage policy and the main lines of each year’s changes is 
exemplified by Holland and Norway. In Germany employers’ associations 
are more cohesive and vigorous than the trade unions. France and Italy show 
trade unionism riven by politics and religion, and France also illustrates the 
political factor in wage determination. In both Britain and the United States 
collective bargaining has been shaped under the impact of independent unions, 
but it is now much more closely regulated by law in the United States, where 
also the predominant form of agreement is the plant contract, as against 
the industry-wide understanding in Britain. Professor Sturmthal in a con- 
cluding essay compares the seven countries in respect notably of the coverage 
of collective bargaining and its effects upon the wage structure and the course 
of inflation. 

What seems most remarkable to the reviewer laying down this useful book 
is how little effect of all these divergences of law, institution, and tempera- 
ment can be traced in the course of wages since the war. The countries are 
much more like one another in what has actually happened than the differences 
in the way they fix wages would ever seem to allow. The view that economic 
forces are preponderant, though often lost to sight under the foam of other 
currents, receives some confirmation; so does the view that the unions have 
played more a passive than an active part in the course of inflation. 

Besides affording these international comparisons, this book is noteworthy 
for the compact information and penetrating commentary in the papers by 
Allan Flanders on Britain, Clark Kerr on Germany, and Neil Chamberlain 
on the United States. 

E. H. PHELPs BRown. 


The Growth of Public Employment in Great Britain. | Moses ABRAMOVITZ 
and VERA F. ELIASBERG (National Bureau of Economic Research). 
Princeton University Press, Princeton. Oxford University Press. 
1957. xiv+ 151 pp. 30s. 


This short book is primarily a statistical analysis, in the N.B.E.R. tradition, 
of the growth of government employment in the U.K. between 1890 and 
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1950. The main study is prefaced by two chapters outlining the general 
purpose of the study and sketching in the background of the nineteenth- 
century developments. The next three chapters are the heart of the book. 
They show in considerable detail the growth of public employment in Britain 
over the chosen period and analyse it in a number of different ways, for 
example, by central and local government, by defence and non-defence 
employment, by central government department, and by local government 
function, etc. The story is copiously illustrated by detailed tables and charts. 
The next chapter deals with the nationalised industries, and the last attempts 
some comparison between British and American experience over the period. 
Some particularly interesting conclusions emerge from this last chapter. If 
nationalised industries are left out of account, aggregate government employ- 
ment has behaved very similarly in both countries in the last half-century. 
In 1900 total government employment in the U.S. was 4-7 per cent. of the 
total employment whilst it was 5-8 per cent. in Britain; in 1950 the respective 
figures were 12-3 per cent and 14-1 per cent. 

The great merit of the book is that some attempt is made to peer behind 
the rather forbidding statistical facade and examine the historical reasons 
for the various recorded changes. In this respect the chapter on the 
nationalised industries is particularly striking. A great range of sources 
has obviously been worked over and even the most obscure ones seem to 
have been spotted. The statistical workmanship and the presentation of the 
tables and charts are of an extremely high order. 

A. R. PREsT. 


Sterling and Regional Payments Systems. By J. O. N. PERKINS. Melbourne 
University Press. Cambridge University Press. 1956. xv + 171 pp. 
30s. 


La zone sterling. By JEAN DE SALLY. Armand Colin, Paris. 1957. xviii 
+ 131 pp. 


Both these books on the sterling area are good, but in very different ways. 
M. de Sailly’s book is a factual survey with commentaries. It is an example 
of brilliant didactics. Based on the author’s lecture notes, the narrative 
displays erudite knowledge and a clear arrangement. To the best of the 
reviewer’s knowledge, there is no other up-to-date book on the subject that 
equally clearly brings out the salient features of the United Kingdom’s 
always changing position in the sterling area. It is all done without serious 
omissions and without getting the style cramped anywhere. 

Mr. Perkins’ book is different. It is argumentative, provocative and full 
of the ardour of a successful Ph.D. candidate. The approach is direct to 
current problems (in contrast to M. de Sailly’s historical approach). The 
gold and dollar pool is recognised as the sterling area’s central institution. 
The problems of the sterling area as such are the problems of this pool. This 
is well known and there is a fairly substantial amount of literature on how 
the Bank of England administers the sterling area’s central reserves. But 
it is perhaps not so widely known that the gold and dollar reserves of the 
various sub-centres in the sterling area are of growing importance. If these 
“fringe reserves” are added to those held in the United Kingdom, the 
sterling area’s total reserves were some 25 to 30 per cent. higher in 1951-54 
than the centrally held ones alone. 
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Mr. Perkins discusses the relative advantages and disadvantages of cen- 
tralisation and fragmentation of exchange reserves. Amongst the arguments 
for centralisation is that pooling means an economy of exchange reserves. 
To pool exchange reserves with others insures against exchange difficulties, 
unless all members simultaneously run into the identical difficulties—which 
is less liable to occur than difficulties for individual members. Amongst 
the arguments for fragmentation are those based on the belief in some quarters 
that a country’s credit standing in the United States is raised if it has its 
own reserves, the belief that alternative reserves are desirable as long as 
there is a risk of a fall in the value of sterling, and the belief that fragmentation 
of reserves would force sterling area countries to concentrate on dollar- 
earning trade rather than on the dollar-saving trade they seek and often 
find in the sterling area. It is the old problem of discriminatory or non- 
discriminatory controls. With pooling, members and non-members are 
treated differently. Fragmentation is a step in the direction of non-dis- 
crimination. If complete fragmentation were practical, individual member- 
countries’ dollar balances might look better than they do now—but, as 
the author points out, there are not enough reserves to make it possible for 
members to claim and get their shares of the reserves all at once, so that 
complete fragmentation is out of the question. The mere fact that the 
reserves of the area as a whole are less than individual members’ rights to 
these reserves shows that the present volume of trade would need more 
exchange reserves with fragmentation than with pooling. The move towards 
fragmentation is thus likely to remain within limits for some time to 
come. 

Much of Mr. Perkins’ book deals with the general desirability or otherwise 
of regional monetary arrangements, with special reference to the sterling 
area and the European Payments Union. The views of several writers on this 
subject are summarised. All seem agreed that the purpose of regional 
monetary arrangements is to strengthen the reserves. Various proposals 
are discussed on how best to induce countries to put as much as possible into 
the central reserves. The reviewer wonders whether any of these schemes 
would really provide a better incentive to good behaviour than the fact that 
holders of sterling balances receive interest which they forgo when they 
withdraw their balances and claim their gold. Whatever monetary and 
other reforms may be desirable, there is, at present, no lack of monetary 
incentive for keeping funds in London. 

F. V. MEYER. 


Teach Yourself Statistics. By RIcHARD GOODMAN. English Universities 
Press. 1957. 239 pp. 7s. 6d. 


This is a text to be warmly recommended to those who need to learn 
something of modern statistical techniques and who do not wish to be fobbed 
off with rules of thumb, set down without proof. There are books for arm- 
chair reading which explain the basic ideas of statistics while avoiding the 
mathematics necessary in developing them—for example, Tippett’s excellent 
volume in the Home University Library. Mr. Goodman has not written 
another of them; instead he has attempted the much more difficult task of 
giving, in a few pages, a mathematical development of the fundamentals of 
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statistics. His mathematics are generally simple, sometimes (admittedly) 
tedious, but never shirked. 

It follows that the reader must be prepared to abandon his arm-chair, 
to sit down with pencil and paper, and to work and re-work his way through 
the text. He will be assisted by collateral reading in other and larger texts. 
When he has finished he will find he has a basic grounding for further study 
of methods and for applications in various fields. The merit of this 
introductory book—and it is a rare one—is that the reader will have very little 
to un-learn and to re-learn when he has mastered it. 

It is important to make clear exactly what ground Mr. Goodman covers. 
After a brief “ first look around ”’, he divides his text into two parts, each of 
5 chapters covering about 100 pages. In the first part, he deals with descriptive 
statistics, and specifically with frequency distributions and their character- 
istics. The Binomial, Poisson and Normal distributions have a chapter each 
and another is devoted to a condensed account of bivariate distributions, 
correlation and regression. All this makes use of the Beta and Gamma 
functions, and it is firmly based on the concept of the expectation E(x) of 
a variate x and on moment-generating functions. 

In the second part, Mr. Goodman shows how bis tools are to be used for 
other than descriptive purposes, tackling the problems of estimation and 
significance. He pauses long enough to make some excellent points on samp- 
ling theory in general and he is then ready to embark on a systematic develop- 
ment, first of the ¢ and z (or F) distributions, then of their extension into the 
analysis of variance and the testing of correlation, and finally of the chi- 
square distribution and its various uses. The critical point is soon reached 
(formula 7.11.4 on p. 147) in the derivation of the joint distribution of the mean 
and variance in samples from a normal population. This is the pons asinorum 
of sampling theory and lightly indeed does Mr. Goodman leap over it. He 
might, however, have concentrated his efforts on pushing his readers forcibly 
across, not expecting them to follow meekly in his wake. But, once across, 
the going is good. 

Mr. Goodman has been placed at some disadvantage. His volume is one 
of a uniform series of ‘‘ Teach Yourself Books ”’ and the page and type are 
both very small for his purpose. It is surprising that the text is as clear as it 
is. Even so, to save a line or two, the devices of the bracket and the slant 
are badly over-worked. For example (p. 152, last line), what should appear 


ne (Seek 


is printed: [A +27/@-1))@-Y x (1 +-27/(@-1))]-# 
which needs very close inspection to make sense. 

Further, Mr. Goodman has not been well served either by his printer or by 
his own efforts at proof-correction. In one of his more striking examples, 
he assumes that the distribution of printer’s errors follows the Poisson law 
with a mean of 0.4 per page. He finds that he should then expect 27 per cent. 
of the pages with one error and 6 per cent. with two or more. This cannot be 
far out as a description of the finished product. 

Indeed, occasionally, there is some doubt whether it is the printer or Mr. 
Goodman’s exposition which is at fault. The moment-generating function 
M(®) is introduced (p. 55) in a rather casual way, including two contradictory 
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statements. It would be better to bring M(t) in earlier (p. 44) when the 
probability-generating function G(f) is defined. So, for the continuous 
variate case: 


G() =E(*) = -f 2 eg (xdx; M() =E(e*) = f + extg(xddx 


and the relationship is clear. Again, formule (5.4.5), (5.4.9) and (5.4.10) 
are all defective; surely P(QO<x<X) should be written, not P(x<X). 
Similarly, on p. 141, P(|x-y|<d) should be written. Between formule 
(6.6.1) and (6.12.2) the frequencies f, seem to have been dropped. In the short 
section allotted to the subject (pp. 153-5), confidence limits later appear as 
fiducial limits, without explanation. 

These are all points which Mr. Goodman can clear up easily when he 
prepares a second edition. At the same time, he may consider adding further 
examples. Those he gives, both worked out in the text and appended as 
exercises (with solutions), are good but not numerous in view of the essential 
part they play. There is no index; there should surely be one. 


R. G. D. ALLEN. 


The Physiology of Industry. By A. F. MuUMMERY and J. A. Hopson. Kelley 
& Millman Inc., New York. 1956. xvii + 215 pp. $5. 


Hobson and Underconsumption. By E. E. NEMMERS. North-Holland Publish- 
ing Company, Amsterdam. 1956. 152 pp. 


The question which the reprinting of Hobson’s Physiology seems to pose 
the reviewer might be put, in the phraseology of examination papers, as follows: 
“«¢The publication of this book marks, in a sense, an epoch in economic 
thought’ (Keynes). Comment.” (Or perhaps: ‘In what sense, if any, 
do you regard this statement as true ?”’) Keynes’s statement may be true in 
the sense that in this book, for about the first time in English for nearly a 
century, a well known economist, or, at any rate, one who subsequently 
became well known, challenged the Smith-Turgot analysis of saving and 
investment and the practical conclusions which followed from it; that is 
he challenged that analysis which, as Schumpeter says, “‘ it is doubtful whether 
Alfred Marshall had advanced beyond . . .[,] certain that J. S. Mill had not ”’, 
and to which BOhm-Bawerk “ substantially subscribed ’’. As the authors 
put it in 1889: “‘ We contradict the generally accepted dogmas that the saving 
of the individual must always and necessarily enrich the community ” 
(p. VID, since all savings are invested, or as the, in this respect, very orthodox 
Cannan explains in Palgrave’s Dictionary: “‘ The savings and the new invest- 
ments of the world are in short identical’, (and Cannan made it clear that 
he means this proposition somehow both in the ex-ante and ex-post senses). 

Unfortunately, although he broke completely and obviously with the 
consequences of the Smith-Turgot analysis, neither in this first work, nor, 
as Professor Nemmers shows, down to his last, did Hohson break with the 
formulation that saving “increases the existing aggregate of capital” 
(Physiology, p. V); nor did he ever appreciate the role of hoarding or changes 
in liquidity preference. These are very serious, even fatal, flaws, but it is, 
nevertheless, reasonable to hold, with Keynes, that Hobson “ preferred to 
see the truth obscurely and imperfectly rather than to maintain error, reached 
indeed with clearness and consistency and by easy logic, but on hypotheses 
inappropriate to the facts ’’. 
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Dr. Nemmers’s very useful and careful study emphasises the variations to 
be found in Hobson’s works, comprising, as they did, fifty-three books written 
in forty-nine years. For example, in The Physiology of Industry the role of the 
maldistribution of income is not developed, nor is that doubtful idea of the 
“ right ratio ” of spending to saving. Dr. Nemmers stresses The Problem of 
the Unemployed (1896) as one of the first and best of Hobson’s statements. 
He is especially interesting on Hobson’s celebrated theory of Imperialism and 
its close relation to his under-consumption analysis, but points out that in 
the later and little known work, The Economic Interpretation of Investment 
(1911), Hobson gives a ‘“‘ thorough-going defence of foreign investment as 
economically sound for both the debtor and creditor countries’, and advocates 
stable international relations as a prerequisite for foreign investment. Dr. 
Nemmers’s work performs a very useful and interesting service, though perhaps 
a concluding review or summary of the various facets of his exposition, at 
the end of the book, might have been more helpful than the rather sketchy 
introductory survey, with which he begins, of five earlier under-consump- 
tionists, none of whom, apparently, had any significant influence on Hobson. 


T. W. HuTcHIson. 


The Economic Thought of Franklin D. Roosevelt and the Origins of the 
New Deal. By DanreL R. FusFetp. Columbia University Press, 
New York. Oxford University Press. 1956. 337 pp. 40s. 


This volume represents more than an attempt to identify and trace the 
development of Roosevelt’s economic ideas. Professor Fusfeld tries to show 
that, contrary to the accepted opinion, Roosevelt’s “ views on basic economic 
matters were well-articulated ’” and amounted to an “‘ economic philosophy ”’. 
In so doing, he gives a chronological survey of F.D.R.’s contacts with the ideas, 
books, men, and practical problems which comprised his experience of 
economic affairs up to 1932, and conclusively demonstrates that there were 
many precedents for New Deal policies. The anticipation of N.R.A. in the 
work of the American Construction Council (Chap VID is only one of several 
illuminating examples. 

Professor Fusfeld maintains that throughout his career Roosevelt pursued 
certain basic socio-political objectives—such as improved average living 
standards, especially for rural families; planned use of natural resources; 
extended social welfare legislation; etc.—and that he was always prepared to 
use government power to attain his ends. But this ““ economic philosophy ” 
was compatible with a wide variety of practical proposals, often mutually 
contradictory. Though his pursuit of certain ends may have been fairly con- 
sistent, Roosevelt frequently employed inconsistent means of attaining them, 
and invariably subordinated both ends and means to the dictates of political 
expediency. 

In examining the factors shaping Roosevelt’s economic thought the author 
correctly assigns a greater weight to contemporary opinion and problems than 
to intellectual antecedents. Nevertheless, his treatment of the latter is 
unwarrantably restricted, for a more comprehensive account of the state of 
American economics in the 1920’s would have shed considerable light on 
Roosevelt’s own position. His distaste for abstract theorising, his oppor- 
tunism, and his piecemeal approach to economic problems did not merely 
represent the response of a practising politician to the tactical needs of an 
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ever changing environment. He possessed a remarkable capacity for absorbing 
current ideas—he had a flypaper mind, as R. G. Tugwell once remarked— 
and his policy pronouncements, like his choice of economic advisers, reflected 


the contemporary supremacy of economic heterodoxy, and the influence of 


Dewey’s instrumentalism in particular. (Tugwell’s essay on ‘‘ Experimental 
Economics ’’ in The Trend of Economics, 1924, is a case in point). Apart 
from his discussion of the “‘ Brains Trust ’’ (Chap. XV), which is largely based 
on secondary materials, Professor Fusfeld either ignores or makes only 
passing reference to the leading contributors to this approach (for example 
Veblen is not even mentioned in the bibliography). In consequence, he 
overlooks the significant parallel between the economic pragmatism of the 
1920’s and the patchwork character of the New Deal policies. 

While he has provided some of the evidence relevant to a study of the 
origins of the New Deal, Professor Fusfeld has not convinced the present 
reviewer that the accepted view of Roosevelt as an economist requires 
substantial modification. 

A. W. Coats. 


Economic Policy in the Development of a Western State: Missouri, 1820-1860. 
By J. N. Primm. Harvard University Press. London: Geoffrey 
Cumberlege. 1954. xii + 174 pp. 30s. 


“ Anything . . .”’ wrote Harriet Martineau in 1835, in applauding the 
efficacy of government at the state level in America, “‘ can be done on the 
mere will of the people concerned; ... no imploring of an uninterested 
government at a distance; . . . no waiting anybody’s pleasure; nobody’s 
leave to ask”’. Four important works are now in print, in a series sponsored 
by the (American) Committee on Research in Economic History, which study 
in detail the part played by the state governments in the early economic 
development of different regions of the U.S.A.! All four books reach the 
conclusion that, in the states studied, state governments actively promoted 
schemes of public and private welfare, though the degree of success achieved 
varied widely. In Mr. Primm’s words, “ during the period before the Civil 
War, the state took an active, positive role in the economic affairs of its 
citizens, and was not hampered appreciably in this course by J/aissez-faire or 
non-intervention theories. In so far as negative ideas found expression 
they tended to be directed at federal, rather than state, economic activity.” 

Missouri, with a population of only 140,000 in 1830, presents many contrasts 
with the states examined in the other works. Not admitted to statehood 
until 1821 following the Missouri Compromise, its problems were those of 
Trans-Appalachia. Although it was taken for granted that the state govern- 
ment should act, it was by no means settled how government should act, in 
what spheres and to whose advantage. Although there was always present 
a vague concept that the state government had a fundamental responsibility 
for the welfare of its citizens, it hardly appears as an impartial arbiter between 
conflicting interests, and the parties struggled for political power as a means 
of controlling the direction of economic policy. The main issues, Mr. Primm 

1 The other works in the series are: Oscar and Mary Handlin, Commonwealth : 
A Study of the Réle of the Government in the American Economy: Massachusetts, 
1774-1861 (Harvard, 1947); Louis Hartz, Economic Policy and Democratic Thought, 


Pennsylvania 1776-1860 (Harvard, 1948); Milton S. Heath, Constructive Liberalism: 
The Réle of the State in Economic Development in Georgia to 1860 (Harvard, 1954), 


— 
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instructs us, were the question of a state bank, the policy to be pursued towards 
the chartering of corporations and towards “‘ internal improvements ”’. The 
bank problem was argued along lines parallel to those found at the national 
level, and it was not until 1837 that the Bank of the State of Missouri was 
eventually created. The farmers of the state, suspicious of private finance 
and of Eastern commercial interests, insisted upon a state-operated banking 
system ; one of the duties of the state government was to safeguard the 
citizens against the machinations of outsiders. The Bank held a monopoly 
until the general banking law of 1851. A strong element of “ welfare ’’ was 
to be found in the early attitudes towards incorporation, for instance, in the 
state donations to the St. Louis Public Hospital founded in 1831 and, with 
some incorporations, in the provisions for ultimate public ownership. But 
once they had persuaded the Legislature that their activities would be to 
the public advantage and had received their charters, corporations received 
wide powers. The struggle of the 1840s was between the groups insisting 
on the need for corporation privileges and those desiring closer governmental 
supervision; the older areas regarded incorporations as progressive and 
desirable, the more remote areas were the loudest in demanding restriction 
and control. By the 1850s the policy was clearly established that the legisla- 
ture should encourage business enterprise by a liberal incorporation policy 
and in the second half of the decade more than seventy banks and insurance 
companies were created, eighty transport and thirty manufacturing and 
mining concerns. There was rarely any argument whether the government 
should promote “internal improvements”, i.e. transport undertakings, 
but the expediency of specific projects, the nature and amount of state assis- 
tance, the question of federal intervention, were hotly debated. In the midst 
of the financial crisis and depression of 1836-37, an ambitious railroad scheme 
was adopted, far too ambitious for the resources available and doomed to 
exist on paper only. There gradually developed a policy of state loans to 
railroads and by 1860 the state had pledged credit in aid of railroads to an 
amount of $23 million, a sum twenty-five times as large as the state’s average 
annual income during the previous decade. 

Mr. Primm’s narrative account is punctuated by his own illuminating 
analytical commentaries. With his conclusion that state economic activities 
were the product not of a theory of state action but of the essentially prag- 
matic outlook of westerners in general, there can be no quarrelling. Each 
plan of action was measured by its expected contribution to general welfare 
and to the interests of the individual’s section or social group. The attitudes 
taken and policies adopted were in consequence not always theoretically 
consistent. This book is worth the study of those interested not only in 
problems of economic development but also in government and politics. 


J. POTTER. 


Malthus et la population. By JosEPH STASSART. Faculté de Droit de Liége. 
1957. 342 pp. 


This book is a studiously careful attempt to assess Malthus “‘ at face value ”’. 
The elements of his population system are set out and discussed with great 
perseverance. The successive editions of the Essay and the literature dealing 
with them have been canvassed so that as we encounter each facet we are 
presented with the reactions it has induced in readers down to the present 
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time. It is a complete book rather than an original one for though the 
author expresses his own opinion on the opinions he has mustered, his think- 
ing is clearly provoked by them. We have then, not a new Malthus, but an 
exhaustive assessment of the old one. 

Yet there is virtue in this. Many problems which have been inadequately 
treated in the past literature, or which have been so often discussed as almost 
to lose their point, are dealt with in this orderly and readable exposition. 
For example, the nature of vice and misery, and their relationship, in Malthus’s 
mind, to population restraint, are considered at some length in the attempt 
to bridge what has always been a puzzling gap. The author’s chosen objective 
of completeness, though it does not often strike sparks of originality, has made 
it possible for him to locate some of the weaknesses of the existing literature, 
and to make useful attempts to repair them. 

The disadvantage, however, of this method of approach is equally plain. 
The structure of the exposition is rigidly set by what Malthus wrote and by 
the form he chose. For example, an attempt is made to deal with the origins 
of the Essay. The economic context is given, together with the contemporary 
debate which, according to his own account, provoked Malthus. But the 
Essay, in fact, reflects assumptions and attitudes which were powerful in form- 
ing Malthus, but of which he himself was scarcely aware. It was a fascinating 
synthesis of elements from many sources: Aristotelian physics, the Hellenic 
preoccupation with harmony and proportion, the long struggles of 
philosophers to construct simple theses about the nature of man, the doctrine 
of original sin, the work ethic, a view of pleasure that defines it in terms of 
relief from pain or effort, together with eighteenth century rationalism and 
the political outlook appropriate to agrarian paternalism. In understanding 
it, and the convulsive grip it took upon so many minds, we need to study 
not merely the contemporary challenge of growing numbers and the 
immediate “ perfectionist ’’ debate with Godwin and Condorcet, but also the 
thought forms which conditioned the outlook of the educated Englishman, 
both in Malthus’s time and later. But Dr. Stassart has decided to confine 
himself to the explicit assumptions and logic of the Essay in its successive 
forms, and in so doing provides a valuable conspectus. 

S. G. CHECKLAND. 


Rural Depopulation in England and Wales 1851-1951. By JOHN SAVILLE. 
Dartington Hall Studies in Rural Sociology. Routledge & Kegan Paul, 
Ltd. 1957. xvi + 253 pp. 28s. 


Though the subject of rural depopulation was already a hobby-horse 
for polemical writers as long ago as the eighteen-eighties it has been somewhat 
neglected as a matter for full-scale academic enquiry. There have doubtless 
been good reasons for this. Many of the most important causes and effects 
were obvious and much of the doom-laden commentary for popular con- 
sumption was just as obviously nonsense that nobody need take seriously. 
But not all the mechanics of the process of depopulation nor all its social 
consequences were evident to superficial observation. There was an 
important gap in knowledge here and Mr. Saville has now gone far towards 
filling it. 

After a well balanced summary of the necessary background of economic 
history he presents his main original contribution, a detailed quantitative 
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analysis of the way in which internal migration led to rural depopulation. 
It is particularly useful that, for certain substantial sample areas, he analyses 
the changing population figures for individual parishes, grouped by size, and 
is thus able to bring to light phenomena that are usually concealed in the 
county figures, including the extent of continued depopulation in the first 
half of the twentieth century. There is also a careful quantitative demonstra- 
tion of the fact, often neglected in general historical works, that rural 
depopulation was not solely the direct result of rural inhabitants going to live 
in the towns, but was increased and prolonged by the disproportionate numbers 
of the young and the female in the exodus. The consequent changes in the 
population structure of rural areas not only reduced the rate of natural increase 
there but also altered the character and attractiveness of social life. There 
can be little doubt that Mr. Saville has dealt with the most significant 
relationships between population structure and rural depopulation, but to 
make his study really conclusive it would have been better to push the 
demographic enquiry a little further so as to consider marriage and perhaps 
also illegitimacy rates. It would also have been worth while to look at age 
and sex composition, as well as total population, for individual parishes. 
Some change of perspective might have resulted. Mr. Saville writes of the 
present excess of males in rural areas as “‘a new demographic phenomenon 

. . whose consequences have as yet hardly been considered ”. But there were 
plenty of rural parishes which were already experiencing this phenomenon 
a hundred years ago. 

The book is concluded by a slighter but balanced summary of present- 
day rural problems and by a detailed survey, both historical and contemporary, 
of the South Hams district of Devonshire. The latter is careful and useful 
but whether it is as representative a guide to the problems of contemporary 
rural England as the author suggests is doubtful. 

W. ASHWORTH. 


The Combined Food Board. By E. Roti. Stanford University Press. Oxford 
University Press. 1957. xiii + 385 pp. 60s. 


The CFB—by BFM out of USDA—was one of the several Combined - 
Boards which sought, in their various fields, to co-ordinate the needs and 
efforts of the allies during the last war. Two considerations mainly prompted 
its conception in February, 1942. On the one hand were the difficulties for 
the British Food Mission arising from conflicting national policies when 
the food situation was sharpened by the entry of Russia and the U.S.A. into 
the war and the danger that competitive purchasing would produce an 
inflationary rise in prices and a distribution of foodstuffs unrelated to needs. 
On the other hand were the inconveniences due to the fact that though the 
U.S. Department of Agriculture was the main channel for obtaining food 
supplies from the U.S.A., for some purposes other bodies had to be 
approached and this led, or might lead to, confusion and overlapping. 
Because North America was clearly the larder as well as the arsenal of the 
democracies it was highly desirable that all the lines of communication should 
be brought to a focus and all supplies into a common pool. Thus the CFB 
was born, with the task of harmonising potential supplies and facilities for 
their transportation with the demands of the allied nations and of embodying 
the results in recommendations. 
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It was not a mandatory body, it had no powers to enforce its views and 
its staff was not “‘ international ”’ in the sense, for example, of that of SHAEF. 
Its purpose (the quotation is from a memorandum of procedure of 20 April, 
1945) was to 


“provide a common forum in which member nations may discuss 
jointly problems of mutual concern. . . . Its purpose is not to assume 
authority or operating responsibility but to provide programs with 
respect to which all possible international differences of opinion have 
been reconciled.” 


By that time Canada had been added to the original two-member (U.K. and 
U.S.A.) Board, while representatives of other countries manned a number 
of Standing Committees on Commodities. 

Mr. Roll’s story of the CFB—which forms one of the studies on Food, 
Agriculture and World War II published by the Food Research Institute 
of Stanford University—sets the life of the Board (which lasted from 9 June 
1942 to 30 June 1946) against the background both of the specific U.K. 
problems of food procurement in the immediately preceding years and of 
the ever widening problems of procurement and allocation posed first, by the 
needs of global war and later, by those of liberation and the transition to 
peace. It is a sober narrative, not without an occasional wry comment, but, 
one feels, hardly doing justice to the moments of frenzy or farce which must 
have been more numerous than appear. There is an invaluable Appendix 
containing a chronology, a well chosen variety of illustrative documents 
and summary tables from the three enquiries into Food Consumption Levels 
which, between them, give figures for the U.S., Canada and U.K. for pre-war, 
1941, 1943, 1944 and 1945. 

These tables, Mr. Roll suggests, represent the nearest the Board came to 
a search for some basis on which to erect principles of food allocation. 
Though the enquiries were of the greatest interest and not without influence 
on food policy, Mr. Roll is firm—and rightly so—in his opinion that the 
search for the “‘ principles ”’ on which the Board worked is illusory. Of the 
three elements of co-operation mentioned by the author—people, technique 
and principles—he clearly shows that the most important is the continuity 
and responsibility of people. In this respect the British element formed the 
stable core of the Board; the members changed but little and were still, 
though in partibus infidelium, part of the Food Ministry in Whitehall, with 
definite executive responsibilities within it. On the American side reorgani- 
sation was a recurring threat to continuity and the U.S. members were, at 
times, divorced from their domestic food administration. Canada, midway 
between the two, was able to play a valuable moderating role. But the 
effectiveness of the Board was in direct ratio to the extent to which the U.S. 
provided an active Board member with definite responsibilities and authority. 

Mr. Roll’s final chapter, though only nine pages long, is a masterly appraisal 
of the nature of the co-operation achieved by the Board, its methods and 
success. He may be thought a shade too favourable to the Board, for 
although “‘ over 40 million tons of foodstuffs a year were affected by its 
recommendations, covering commodities produced by nearly 50 countries 

. . and distributed for consumption in more than 70 countries ’’, in times 
of crisis, as in 1945, the Board seems to have been relatively ineffective. Yet 
even this episode showed that the Board did not suffer from the sort of 


. 
| 
| 


1958] BOOK REVIEWS 83 


amour propre and sense of vested interest that a more formal body might 
have felt. All in all, one must assent to his conclusion: 


“Thus, the history of the Board shows that it is possible in certain 
circumstances to develop, by broad, but persistent, forms of co-operation, 
a connective tissue as powerful and, perhaps, more resilient than can 
be achieved by more rigorous constitution-making.” 


E. M. HuGu-Jones. 


L’Evolution du revenu agricole. By Marc Latiz. Librairie Armand Colin, 
Paris. 1956. xiv + 378 pp. 


The author assuredly does not lack perspective. His work falls within the 
framework of Professor Marchal’s enquiries designed to ‘ enlarge and renew 
the theory of distribution’. In the Preface Marchal himself outlines the 
purpose of such enquiries—to construct a ‘theory of the division of the 
national income among social groups ’—that is, a system of explanation 
which will deal with actual relative levels of income in such groups and provide 
the basis for action or justify inaction. It should be a ‘ sociologico-economic 
theory ’, not confined to purely economic causation, but taking account of 
political pressures compelling the State to legislate, and of institutional factors 
such as the relative strength of farmers’ and distributors’ organisations. 
Marchal adds that, in respect of such a theory as applied to agriculture, the 
author pose, avec netteté et vigueur, les fondements. 

M. Latil’s first stage is to account for the relative long-term decline in 
agriculture’s total share of the national income. The reasoning is best pre- 
sented, he feels, as part of the economics of growth, and in this he covers what 
is now fairly familiar, though logically indispensable, argument relating to 
the dynamics of the demand and supply affecting farm manpower. He offers, 
incidentally, some trenchant comment on the unhelpful tendency to ‘ export’ 
capital from a capital-starved industry. 

One novel contribution to this theory of distribution among social groups 
is the analysis, in a section on ‘“‘ The Political Position of Agriculturists ”’, 
of the forces tending to give the farming community much greater political 
strength than might be expected from their numbers and wide dispersion. 
The position leads, in fact, to the emergence of a “ political rent’. Exploring 
further the analogy with rent in its several possible definitions, the author 
comes to the conclusion that substantially all elements in the farmers’ revenue 
have something in common with this class of return. Though he may not 
intend it, he will probably stimulate many readers to pursue in thought pre- 
cisely what the effect would be of attempting to produce a comprehensive 
theory of distribution by extending the concept of quasi-rent to embrace all 
forms of income. 

J. R. BELLERBY, 


Agricultural Policy and Trade Liberalization in the United States 1934-1956. 
By ALLAN Rau. Etudes d’Histoire Economique, Politique et Sociale, 
Geneva and Paris. 1957. 160 pp. 

This well documented study illustrates the conflict in the United States 
between its commercial policy, which aims at freer multilateral trade, and 
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its farm price policy which involves import restrictions, state trading and 
export subsidies. As Professor Galbraith wrote in 1954: ‘ Recent adminis- 
trations have promoted a liberal trade policy with one hand, and in the 
farm policy have laid the foundation for economic nationalism with the 
other ”’. 

Dr. Rau’s useful historical background starts with expansion of U.S. farm 
production in World War I—the cropped area in 1920 exceeded the 1910 
level by 45 million acres or nearly 15 per cent. He then deals with the collapse 
of farm prices in 1920-21 (the concept of farm “ parity ” was first mooted 
in 1922), the equalisation-fee plan, and the export-debenture plan leading to 
the Agricultural Marketing Act of 1929 and the creation of the Federal 
Farm Board. Then came the world slump which shattered President Hoover’s 
hopes of ‘‘ prosperity round the corner ’’, and for the next ten years U.S. 
farming faced the severest depression in its history. 

The Democratic Party platform in 1932 advocated reciprocal tariff reduc- 
tions as a means of finding wider markets for United States exports, and in 
1934 the Reciprocal Trade Agreements Act was passed. Meanwhile, the 
Agricultural Adjustment Act, which authorised production controls, import 
quotas and export subsidies, was in direct conflict with the movement towards 
trade liberalisation. Few people worried much about the conflict at that 
time since it was expected to be only temporary. In fact for more than ten 
years the conflict was in abeyance as a result of the war and the post-war food 
shortage. But since the post-Korean fall of prices the conflict has become 
chronic and acute. 

Dr. Rau illustrates the clash of policies by a series of case studies under 
the General Agreement on Tariffs and Trade (G.A.T.T.). In 1951 eight 
countries lodged a complaint that the U.S. was violating G.A.T.T. through 
import restrictions on dairy products authorised by the 1950 Defence Pro- 
duction Act. In 1953, Greece, Turkey, Italy and South Africa complained 
about the U.S. export subsidy on raisins; and in October 1953 Turkey retali- 
ated by granting a similar export subsidy on Turkish raisins. Other countries, 
including the U.K. on behalf of certain colonies, complained about the 
U.S. export subsidy for oranges. Italy complained about the U.S. export 
subsidy for almonds, while Turkey objected to U.S. import restrictions on 
filberts. 

The reader will turn with interest to Part 3 of the book, dealing with possible 
solutions. The author recognises that “‘ the ideal solution’ of restoring a 
free market economy, with no governmental action to increase or stabilise 
farm incomes, must be ruled out as “‘ politically unpalatable’. His second 
solution would be to restore free markets and substitute direct payments to 
farmers for price-support. In 1955 this was adopted for wool; but the so-called 
Brannan Plan providing for direct income payments for farmers has not been 
favoured by the Farm Bloc. A more radical approach would be state-assisted 
withdrawal of labour and reduction of the acreage under cultivation. Surplus 
farm labour would be encouraged to migrate into industry by re-training and 
grants for transport expenses. Steps would also be taken to attract new 
industries to low-income rural areas. In 1956 Congress accepted a watered- 
down version of the President’s “soil bank” proposals for eliminating 
marginal farm land from production. 

As Dr. Rau points out, “‘ resources do not leave agriculture fast enough ”’, 
and “ agricultural output is persistently greater than can be sold at prices 
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which would make agricultural incomes equivalent to non-agricultural 
incomes ”. How true it is that agriculture is a way of life not easily assimilated 
into an industrial economy ! 

E. M. H. Lioyp. 


Common Frontiers of the Social Sciences. Edited by MiRRA KOMAROVSKY. 
The Free Press, Glencoe, Ill. 1957. vii +439 pp. $6. 


This collection of papers by as many as eighteen authors is intended to show 
the relations between the social sciences by reference to specific topics. It 
will be refreshing to readers brought up on the older ‘‘ humanities ” to find 
history, political science and economics included in the social sciences, and 
in consequence to have such broad and broadly selected topics discussed as 
art and popular culture in eighteenth century England, voting trends in nine- 
teenth century America, public opinion in twentieth century France (after 
the Liberation, 194449), trade union wage policy, plant sociology, the function 
of survey research in economics, and the non-economic assumptions of 
Keynes. The broad selection is defended in an introduction by the editor in 
which she is able to illustrate (p. 22) “certain modes of potentially fruitful 
inter-disciplinary co-operation’. This introduction is most helpful with 
its references to the subsequent papers and its footnotes truly laid at the foot 
of the page; elsewhere with the very reprehensible absence of an index and 
references segregated to tail-end notes, cross-checking is difficult. 

The styles of the different authors differ as widely as their topics. Arensberg 
and Tootell pack their article on Real Discoveries and New Problems in Plant 
Sociology with allusions to the various schools of thought, Mayoite, Lewinian, 
Interactionist (not to mention Toynbeesque on p. 330), and often prove hard 
to understand. Such understanding is worth reaching, however, as the article 
attempts a useful critical review of modern American thought on incentives, 
morale, communication, leadership, pressure groups, identification (or 
“fusion of goals ’’) and most of the possible (and impossible) steps toward 
that increase in productivity which is to save England from inflation and loss 
of markets. It is certainly true, as the editor points out (p. 25), that economists 
have been too complacent, and often tautological in their ‘*‘ common sense ” 
prescriptions for industrial efficiency, and they should accept the sociologists ’ 
help not only in interpreting events within the factory but also (as the article 
by Lipset and Trow on Reference Group Theory makes clear) in interpreting 
the wage demands of Trade unions. Here non-economic factors, such as 
comparison for fairness with other groups (often irrationally selected), status, 
prestige, tradition and the empire-building proclivities of trade union leaders, 
require specific analysis." Economists should, however,’not turn blindly from 
the cult of Economic Man to that of Sociological Man. ‘* The chosen world 
of the plant sociologists,” we are told (p. 305), “‘is relatively static” and 
“ peopled by non-rational workers who desire security ’’ and “‘ have a strong 
sense of group interest’. Economists need not abandon the idea that man 
will strive rationally and individually for higher standards of living, but they 
must weigh these sociological findings in the balance. It is unfortunate for 
the economists’ case that psycho-analysts were not asked to contribute to 
this symposium; many of them—like Alix Strachey in The Unconscious 
Motives of War—consider much group action a childish regression. 
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The articles on Keynes are less compressed and more single-minded. 
Several authors (Lekachman, p. 345, Vickrey, p. 379, Klein, p. 385) agree 
that forecasts based statistically on the Keynesian macro-scopic formula have 
failed to predict correctly, and most of them attribute this to Keynes’ assump- 
tion of homogeneous consumers with stable tastes reacting automatically 
according to their incomes. Lekachman maintains (p. 349) that Keynes’ 
investor or entrepreneur was also assumed to act automatically (except for 
occasional “‘ animal spirits ’’) ‘‘ on the rule that the future will resemble the 
present”. Here, however, adequate quotations or specific references to 
Keynes’ work are sadly lacking. As the micro-scopic surveys by Katona of 
consumers and investors have shown, reality with its time dimension is more 
complicated than the Keynesians, if not Keynes, assume. These complications 
have made the discovery of wide long-range laws of human behaviour as yet 
impossible; but this book succeeds, I think, in showing how integration 
between the social sciences may soon evolve some trustworthy empirical 
middle-range generalizations. 

P. SARGANT FLORENCE. 


Business Forecasting in Practice: Principles and Cases. Edited by A. G. 
ABRAMSON and R. H. MAck. Wiley & Sons Inc., New York; Chapman 
& Hall Ltd. 1956. xiii + 275 pp. 52s. 


This book consists of a collection of six case studies in the field of short-term 
business forecasting prepared by a group of practising economists in America. 
To introduce the six case studies—which deal variously with the period 1948 
to early 1954—there is a summary chapter on Business Cycle Theories by 
Professor Russell H. Mack and a chapter giving a broad survey of the 
Techniques of Forecasting by A. G. Abramson. This chapter appears to 
be a little uneasy about the essentially statistical basis of such techniques— 
in so far as they can be objective and not subjective assessments of the various 
situations in view. For example, on page 41 it is stated that ‘‘ the first 
important fact of concern to a prospective forecaster is that no infallible 
ways to predict the future have yet been discovered ’’ (reviewer’s italics): 
the use of the word “‘ yet’ gives a turn to this piece of wisdom that ought 
not to be necessary for the embryo forecaster. Then on page 57, under 
the heading of Econometric Models, we find the statement that “‘ the influence 
of all the factors is reflected in a sort of multiple correlation formula or 
equation’’, and a little further on: “‘If he used an Econometric Model 
approach he would establish a mathematical relationship...” (reviewer’s 
italics). However, in dealing with the technique of Recurrent Cycles it is 
stated that the length of a cycle is an average figure, and that the forecaster 
using this technique will have to decide how much consideration he will 
give to the possibility of the actual varying from the average. 

The six case studies represent manufacturing and trading interests as 
well as financial institutions. Each chapter includes six sections describing 
the actual forecast, the current causal factors and the techniques and methods 
used together with an evaluation of the data: how the general business 
forecast was translated into an industry or company forecast and its subse- 
quent use in the particular company. The communication of ideas and 
experiences is one of the central problems of research and its application to 
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both public and private life. This new book of case studies will no doubt 
be read with interest by economists on both sides of the Atlantic. But if a 
further collection of case studies was desirable in this field, it is questionable 
whether production in the somewhat costly form of a full-sized book will 
achieve the wide circulation which case studies ought to receive. 


Wo. R. BUCKLAND. 


Five Hundred Over Sixty: A Community Survey of Ageing. BERNARD 
KUTNER and DAvip FANSHEL, ALICE M. ToGo and THomas S. LANGNER. 
Russell Sage Foundation, New York. 1956. 345 pp. $4. 


This report is based upon a survey carried out in a central district of New 
York City which is perhaps exceptional in that it contains the United Nations 
Buildings, The Empire State and Chrysler Buildings, The Rockefeller Centre 
and the Metropolitan Museum of Art. Five hundred residents over the age 
of 60 were each interviewed for 1-14 hours according to a prescribed sequence 
of questions put by a corps of thirty interviewers. The object was to see 
what needs existed among a cross-section of old people, what the social 
services were doing about these needs and whether they should be doing more. 
The Survey was undertaken jointly by the Departments of Health and Welfare 
of New York City, Cornell University Medical College and Social Science 
Research Centre and the Russell Sage Foundation; the report was written 
by Mr. Bernard Kutner and three associates. The book is therefore the 
product of many hands. 

Many important questions are posed. One section of the report is devoted 
to patterns of adjustment in old age, a second to health and a third to trends 
in services for the aged. Married people were better “‘ adjusted” to old age 
than the single and widowed, and people of high socio-economic status better 
adjusted than those of low. Many single people had particularly low morale. 
There was great opposition to retirement, more from a sense of uselessness 
than from an awareness of a fall in living standards. More high-status people 
saw their children frequently; and yet people whose children visited them 
frequently had lower morale than others. There was considerably more 
reported illness lower down the economic ladder. . Nearly half the low-status 
people did not have a regular physician. Of those in poor health it was the 
isolated who made least use of health services and were least inclined to join 
old people’s (or “‘ golden age”) clubs. The British reader wi!l find special 
interest in the references to meagre community services, to costly health ser- 
vices and to the relatively harsh administration and poor living standards of 
public assistance. 

But any field-study stands or falls on the quality of its field work, and the 
more one examines detail the more obvious it is that the whole tendentious 
edifice of this book rests on the flimsiest foundations. The account of sampling 
procedure is vague and unconvincing. The number of “non-contacts”’ is 
not given and the refusal rate (25 per cent.) is exceptionally high. The 
sample itself differs markedly in several respects from the population as 
represented by the Census of New York. As many as 32 per cent. of the 
married and widowed people (Table 33) are allegedly childless and as many as 
47 per cent. of the sample are alleged to have no relatives other than children 
(Table 34). The authors seem too far removed from the people whose lives 
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they are apparently describing. No attempt seems to have been made to 
establish the most elementary facts about daily life, such as the functioning of 
the household and activities with relatives and friends. Absurd importance 
is attached to scales and indices for measuring attitudes and social situation— 
the morale scale, the self-image scale, the age-conservatism scale, the com- 
pulsiveness scale and the Elmira study scale of senility; and also to such 
devices as a neurotic symptoms index and a futility index. None of these 
stands up to close examination. Each one rests on a classified answer to a 
few simple questions, many of which no social scientist in his right senses 
would expect to be uniformly appropriate for such diverse people. 


PETER TOWNSEND. 


SHORTER NOTICES 


The Transformation of the Board of Trade 1830-1855. By ROGER PROUTY. 
Heinemann. 1957. viii + 123 pp. 15s. 


This book is not what the title suggests. It deals with the legislation which 
created new duties for the Board of Trade, but to the transformation of the 
Board—its internal reorganization and the methods of work adopted in order 
to cope with those duties—it gives only a few perfunctory pages at the end. 
More than half of it consists of a painstaking account of the origin and content 
of legislation affecting merchant shipping. Other topics are deliberately 
treated only briefly, but brevity does not excuse the lack of insight in the 
ponderous judgments delivered upon them. The book is dull and not very 
well written and has little to offer even to specialist students. 


Struktur und Funktionsweise des Geldmarktes der Deutschen Bundesrepublik 
seit 1948. By EKHARD BREHMER. J. C. B. Mohr (Paul Siebeck), 
Tiibingen. 1956. 124 pp. Dm.6.25. 


For the monetary specialist with a knowledge of German this book provides 
a thorough survey of the theoretical background to money markets in general, 
and of the actual working of the West German money market since the 
currency reform of June, 1948. 

Brehmer defines a money market as “‘ the exchange of central bank money 
among institutions outside the central banking system ”’, and argues that such 
a market must be based on a distribution of liquid funds at any given moment 
of time, such that certain institutions have more, others less, liquid funds 
than they need. The author analyses the main factors which can lead to such 
liquidity divergences—different circles of customers, the distribution of public 
funds, the degree of indebtedness to the central bank, the method of calcula- 
ting statutory minimum reserves, and varous types of policy measures. 
Three chapters are concerned with the réle these factors have played in the 
West German monetary system, another contains a theoretical analysis of 
price-formation in a money market, and a closing chapter some useful 
reflections on the relation between the German money market and central 
bank policy. 
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Balances and Imbalances of Payments. By G. CROWTHER. Harvard Business 
School, Boston. Bailey Bros. & Swinfen Ltd. 1957. vii + 70 pp. 16s. 


This book contains three lectures, given at Harvard, on the elements of 
international payments problems. The first discusses, in very broad terms, 
the development of the balance of payments as a nation’s economy grows. 
The second explains the present division of the Western World into two 
major payments areas. In the third Sir Geoffrey Crowther outlines his reasons 
for believing the dollar problem to be intractable. All is said with the clarity 
and elegance we have come to associate with this former Editor of The 
Economist, and the result is a little book useful for the general economics 
student (especially at the revision stage), for university extension readers, 
and perhaps also for the bright boys in the Sixth Form. 


Monetary and Fiscal Policy under Uncertainty. By KARL OLOF FAXEN. 
Almaqvist and Wiksell, Uppsala. 1957. 212 pp. 


The central part of this book is the analysis of behaviour under conditions 
of uncertainty. The author distinguishes risk and uncertainty a la Knight 
and adds the third category of “‘ game uncertainty ’’ where the effects of one’s 
own actions depend upon the reactions of others. His discussion of the choice 
of strategy under such conditions is in some respects a continuation of lines 
of thought developed by the Stockholm School. The nature of the sort of 
situation examined is made clear with the aid of partition trees. In three 
final chapters the author then examines the application of his approach to 
various problems; these chapters do not by any means fulfil the promise of 
the book’s title but contain inconclusive, though interesting, illustrations of 
the importance of game uncertainty. 


Guide to Resources for Commonwealth Studies. By A. R. Hewrtr. Athlone 
Press. 1957. viii + 219 pp. 21s. 


This is a helpful guide to materials bearing on British Commonwealth 
affairs, past and present, located in London, Oxford and Cambridge. A 
wealth of information is presented in easily manageable form. Its wide 
scope is indicated by the fact that there are about one hundred entries 
in the section “Individual Collections in London,” ranging from the 
Admiralty to the Zinc Development Association. 
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